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One in every three American workers— nearly

40 million men and women— relies on the Pension

Benefit Guaranty Corporation (PBGC) to protect

promised pensions. In 1974, the Congress estab-

lished the PBGC as a Federal Corporation under

Title IV of the Employee Retirement Income

Security Act (ERISA). The PBGC administers two

insurance programs separately covering single-

employer and multiemployer private defined benefit

pension plans.
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y? Mfh Pension Benefit
Guaranty Corporation

The PBGC insures the benefits of approximately

31 million workers and retirees in about 110.000

single-employer [tension plans.

In FY 1987, the PBGC paid more than $300 mil-

lion in benefits to about 110,000 persons whose

plans had terminated and trusteed 60 additional

plans.

The single-employer program faced a deteriorat-

ing financial condition. At the close of the fiscal

year, the program had accumulated assets of

S2. 2 billion and liabilities of $3.7 billion. Increased

awareness of the substantial financial problems con-

fronting some private pension plans and the pension

insurance system focused attention on pension

reforms. Because of timely action by the Congress,

the outlook for the program and for pension plans

in general is much brighter.

The PBGC insures the benefits of approximately

8.2 million participants in about 2,300 multiem-

ployer plans.

InFY 1987, the PBGC provided approximately

SI.6 million in financial assistance to six plans

that had nearly 11,000 participants, some 8,400

of whom received benefit payments,

The multiemployer program is financed separately

from the single-employer program and continued in

FY 1987 to improve its already solvent financial

condition. At the close of the fiscal year, the pro-

gram had accumulated assets of Si 13-6 million and
;

liabilities of $45.2 million.

Assets and Liabilities

Single-Employer and Multiemployer

Programs Combined
(Dollars in millions)

At Fiscal Yearend FY 1986 FY 1987

Assets

Liabilities

Accumulated Deficit

Accumulated

Number-of Plans

(trusteed, pending

trusteeship, and

pending termination)

Total-Number of

Participants Owed
Guaranteed Benefits

Number of

Participants

Being Paid

$1,838.6 , $2,276.9

$5,620.3 ' $3,757.1

$(3,781.6) $(1,480.1)

For the Fiscal Year

Premium Revenues

;Investment and

Other Income- •

Results of

Operations (loss)

Benefits Paid

Number of Plans

Trusteed

1,355 1,415

360,000 217,000

94,000 112,500

FY 1986 FY 1987

$216.1 $284.4

$275.7 $264.7

$(2,483.1) $2,301.5

$263.8 $303.6
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The President

The White House

Washington, D.C. 20500

The Honorable George Bush

President of the Senate

Washington, D.C. 20510

The Honorable Jim Wright

Speaker of the House of Representatives

Washington, D.C. 20515

Gentlemen:

We are pleased to submit the 13th Annual Report of the Pension

Benefit Guaranty Corporation (PBGC) in accordance with section 4008

of the Employee Retirement Income Security Act of 1974 (ERISA), as

amended. This report includes the Corporation's financial statements

as of September 30, 1987.

Fiscal Year 1987 was one of the most difficult and most rewarding

years in the PBGC's history. Throughout the year, the PBGC con-

fronted efforts by some employers to abuse the pension insurance pro-

gram. At the same time, the Administration sought essential pension

reforms to improve the security of the Federal pension insurance pro-

gram and of private pensions in general.

We are pleased to report that the Pension Protection Act, enacted in

December 1987, provided landmark pension reforms. The reforms are

expected to bring new stability to the pension insurance system and

reduce the likelihood of insurance costs rising in the future. As a

result, employers will have more reason to continue to offer defined

benefit plans, the most secure type of pension, to American workers.

Sincerely yours,

Ann McLaughlin

Secretary ofLabor

Chairman of the Board

iCcrfuu^G
Kathleen P. Utgoff

Executive Director, PBGC





Promises A T Risk

The year 1987 was pivotal for the Pension Benefit Guaranty Corpora-

tion. As the year opened, the Corporations single-employer insurance

fund faced impending insolvency. Events of the year brought into focus

the need for fundamental reform of the financing of pension plans and

the insurance program established to protect them. Systematic under-

funding of troubled pension plans had led to growing claims against

the pension insurance system and increasing public concern about the

value and security of private pension plans. The Members of the 100th

Congress recognized the need to encourage employers to keep their

pension promises and responded with basic reform of the Federal pen-

sion insurance program.

At the Brink

Left to Right: Kathleen R

Utgoff, Executive Director;

Joseph A. Vasquez, Jr ..

Deputy Executive Director

and Chief Operating Officer;

Royal S. Dellinger. Deputy

Executive Director and Chief

Negotiator.

By mid-January 1987, the PBGC faced the largest deficit— almost

$4 billion— and the most threatening crisis of its 13-year history. An
inadequate PBGC premium structure, pension funding practices of

some employers, and the termination of several large underfunded

pension plans in the last few years contributed to the PBGCs deterio-

rating financial condition and, along with specific abuses of the insurance

program, threatened the program's ability to fulfill its protective mission.

Premiums
Despite wide variations among plans in funding levels and risk of

termination, the PBGC has been required to insure every plan that

meets criteria set by law and to charge every insured plan the same

amount per participant. Although the Congress increased the PBGC's
single-employer premium in 1978 and 1986, annual claims against

the PBGC continued to exceed revenues nearly every year until, in

FY 1986, annual claims exceeded the total claims accumulated by

the PBGC over the previous 11 years.

In April 1987, the PBGC issued a report entitled Promises at Risk

in which it described the results of a Congressionally mandated study of

the single-employer premium structure. The PBGC concluded that the

flat-rate premium structure was a major cause of its financial problems

and that a new premium structure was needed to prevent the program's

demise. The flat-rate premium provided employers with no incentive

to fund their pension plans adequately and resulted in responsible com-

panies sharing the burden for irresponsible companies' pension promises.

The inequitable premium structure combined with successive premium

increases could induce responsible companies to cease offering defined

benefit plans. With the premium burden resting on fewer and fewer

shoulders, the pension insurance program ultimately would have

collapsed.

Underfunding

Throughout FY 1987, Federal law allowed a company with an under-

funded pension plan to continue making pension promises to its employ-

ees even if the company had no intention or expectation of ever paying



for those promises. Companies such as Allis-Chalmers Corporation

terminated plans with large liabilities but virtually no assets, yet the

companies had satisfied the existing minimum funding requirements.

The legal standards for pension funding did not compel improvement

in the financial condition of these companies' plans, nor did they pre-

vent the plans' funding levels from declining sharply. In fact, the stan-

dards on occasion fostered plan underfunding by permitting employers'

contributions to be waived as many as five times in a 15-year period.

Until incentives were changed and the funding standards improved,

claims against the PBGC insurance program would have remained

uncontrollable and the costs of the program would have continued to

rise. The PBGC's valuable insurance function was being overwhelmed

by an unwanted role as a redistributor of corporate wealth to a few

firms that underfunded their pension promises. This situation could

not be allowed to continue.

Dumping
The vast majority of companies receiving PBGC protection maintained

well-funded plans. But a few of the employers maintaining troubled

plans maneuvered to shift their responsibility for benefit payments to

the PBGC. These companies had effectively "dumped" their benefit

promises to their workers on the PBGC.
The consequences of dumping were clear. First, the financial burden

placed on the PBGC was out of all proportion to the income that the

PBGC was deriving from its premiums. Second, dumping relieved a

company of its financial obligations under its pension plan, often result-

ing in enormous savings. The tactic could place a company at a sub-

stantial competitive advantage in its market. Indeed, because competitors

with ongoing pension plans continued to pay premiums while a dump-

ing company did not, the competitors could end up subsidizing the

pension benefits of workers and retirees in the dumping company's

terminated plan.

Specific Abuse

Since 1981, some companies have been attempting a new tactic to

relieve themselves of substantial unfunded pension liabilities and still

provide most of the benefits originally promised. Typically, a company

in financial difficulty underfunded its pension plan, the plan was then

terminated, and the company continued in business without the finan-

cial responsibility of keeping its pension promises under the terminated

plan. The same company then initiated a new program of retirement

benefits that related overall benefit levels to those provided by the

PBGC for the terminated plan. This "follow-on" arrangement might

include profit-sharing and other contemporary means of rewarding per-

formance, and it might include a pension benefit arrangement similar

to the one that had been discarded on the PBGC's doorstep. The end

result, however, was that the PBGC essentially was subsidizing an

ongoing benefit program, a result not in keeping with the purposes

of the insurance program.



LTV: Problems

Converge The problems undermining the single-employer program took on added

significance in FY 1987 because of actions by LTV Steel Company,

Inc.. the Nation's second largest steel manufacturer.

As FY 1986 drew to a close, the PBGC terminated LTV Steel's

Republic Retirement Plan for Salaried Employees because the plan had

only $7,700 in assets available to pay about $2 million in monthly

benefits. At about the same time, and in violation of ERISA's pension

funding requirements, LTV Steel stopped contributing to three other

massive underfunded plans. The company also informed the PBGC in

writing, in December 1986, that it could not and would not contribute

further to these plans. Based on this representation, the PBGC exercised

its authority under the law to have the plans terminated in January 1987.

The termination of these plans resulted in the largest claims against the

PBGC in its history. Together, all four plans covered more than 100,000

LTV Steel workers, of whom almost 60,000 had already retired, and

promised more than $2 billion in unfunded PBGC-guaranteed benefits.
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While the majority of retirees continued to receive their full pension

benefits, legal limitations on the PBGC's benefit guarantee led to reduc-

tions in benefit payments for about 15 percent of the retirees. The

PBGC tried to work with LTV, as it had with other companies that had

terminated underfunded pension plans, to develop new arrangements

to relieve the retirees' hardships and to provide for additional future

benefits without violating ERISA.

Instead, by the summer, LTV Steel and the United Steelworkers of

America (USWA) agreed to new follow-on pension arrangements that,

together with the guaranteed benefits paid by the PBGC, continued to

provide essentially the same benefits as did the terminated plans. The

difference was that the PBGC and, indirectly through their premium

payments, other employers would bear much of the financial responsi-

bility for LTV Steel's ongoing pension promises. The PBGC challenged

this follow-on plan in bankruptcy court because the arrangements vio-

lated ERISA by using funds from the termination insurance program to

subsidize an ongoing pension program.

By September 1987, the new LTV follow-on pension program was in

place. The PBGC became concerned that, if other companies followed

the LTV example, they could shift to the PBGC a burden so large that

the pension insurance safety net for millions of working Americans and

their families would be destroyed.

Consequently, on September 22, 1987, the PBGC took the unprece-

dented step of invoking its authority under section 4047 of ERISA to

restore the three pension plans terminated in January 1987 to full

active operation by LTV and LTV Steel. The PBGC acted because it

determined that LTV Steel had abused the insurance program through

the type of follow-on plans it established, the company's financial cir-

cumstances had substantially improved, and LTV Steel had demon-

strated its willingness to fund pension benefits. The restored plans had

assets of more than $1 billion, which enabled them to continue paying

the $30 million in benefits due participants every month. In taking the

action, the PBGC made clear that it would continue to provide a safety

net of insurance for the restored plans, but would not allow that safety

net to be manipulated.

Thus, LTV once again became responsible for administering the

three plans. LTV sued to contest the PBGC's action, but the PBGC in

turn has asked the court to enforce the restorations, arguing that com-

panies cannot be allowed to subvert a vital pension program for mil-

lions of Americans. The restoration issues were pending in U.S. District

Court after the close of the fiscal year.

The PBGC did not restore a fourth terminated LTV Steel plan, the

Republic Retirement Plan for Salaried Employees, which had virtually

no assets available to pay benefits at termination. The PBGC will not

restore this plan unless it is assured that participants' benefits will not

be interrupted. The PBGC expects to recover the entire amount of this

plan's underfunding.

As the PBGC addressed the legal challenge to plan restoration in the

courts, Executive Director Kathleen Utgoff was invited by groups of

LTV retirees to explain the restoration to them in their hometowns,





including Aliquippa, Pennsylvania; East Chicago, Indiana; and other

localities. Greeted by concern and hard questioning, she reassured the

retired steelworkers of the PBGC's intention to restore to them the full

benefits and vesting they had enjoyed before the plans were terminated.

Legislative Reform
During the fiscal year, the Administration proposed a broad package

of reforms aimed at pension funding and pension insurance stability.

These reforms were developed through the efforts of the Department of

Labor's Pension and Welfare Benefits Administration, the Department

of the Treasury, and the PBGC. The Administration's proposals quickly

became the focus of attention of four congressional committees— the

House Education and Labor, House Ways and Means, Senate Labor and

Human Resources, and Senate Finance Committees. Comprehensive

hearings and months of debate followed. The Committees' resulting

proposals, which largely embraced the Administration's proposed

Title IV reforms, ultimately were consolidated into the Pension Pro-

tection Act that was part of the Omnibus Budget Reconciliation

Act of 1987 (PL. 100-203 ), signed into law by the President on

December 22, 1987.

Secretary of Labor and Chairman of the PBGC's Board of Directors,

Ann McLaughlin called the landmark pension reforms "a major victory

for American workers, retirees, the PBGC, and responsible employers."

\A
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The legislation provides a comprehensive response to the related

problems of the PBGC's premium structure, plan underfunding, and

dumping. The new law changes the PBGC's flat-rate premium, as of

January 1, 1988, to a variable-rate premium that increases with the

underfunding of a pension plan. The legislation also changes the mini-

mum funding standards for pension plans and will put underfunded

plans on a steady path to better, more secure funding. These changes

are targeted at poorly funded plans with large unfunded liabilities and

mature work forces. The reforms include a shortened period for fund-

ing new liabilities, depending on the extent of underfunding; a new

requirement for quarterly contributions and for a lien on any missed

contributions; and new restrictions on funding waivers.

To further reduce the possibility of pension dumping, the new law

also tightens the use of Chapter 11 bankruptcy reorganization as a

criterion for terminating an underfunded pension plan. A bankruptcy

court must conclude that liquidation would necessarily follow if the

pension plan were not terminated. In addition, the PBGC's claim for

unfunded guaranteed benefits on a company that terminates an under-

funded pension plan increases to 100 percent of the unfunded guar-

anteed benefits, without any limitation, and the law provides other

protection for benefits exceeding PBGC guarantees.

Keeping Pension

Promises The pension reforms enacted for single-employer plans in 1987 cul-

minate years of effort to strengthen ERISA. The legislation reduces

the opportunities for employers to jeopardize pension promises through

systematic underfunding of liabilities and clarifies that employers'

pension promises— once made— must be kept. The reform legislation,

coupled with the PBGC's own administrative actions, made 1987

pivotal for the Federal pension insurance program, responsible employ-

ers, and millions of American workers, retirees, and their families.

At fiscal yearend the PBGC's deficit was less than half that at the

end of the prior fiscal year. Even with the restoration of the three LTV
Steel plans and the absence of other large claims for the year, however,

the PBGC's single-employer program still has an accumulated deficit

of more than $1.5 billion. Furthermore, the PBGC's financial condi-

tion is extremely sensitive to occasional "catastrophic" terminations

that result in extremely large claims, but which have proven to be

highly unpredictable.

While the agency has no knowledge that any major termination is

imminent, the PBGC continues to monitor a number of plans. Plans

that have billions of dollars of unfunded guaranteed benefits present

significant potential losses for the single-employer program. The ter-

mination of these plans could immediately return the PBGC's deficit

to at least the level of early FY 1987. Indeed, PBGC projections that

assume the claims experience of only the most recent six years show an

increasing deficit, even with the premium increase. However, if there

are no catastrophic terminations and annual claims decline to those of

the PBGC's earlier years, the Corporation's financial condition should

improve over the near term.





Insurance Programs

Single-Employer

Plan Insurance

Program

Industries with pension plans insured by the PBGC range from manu-

facturing to transportation, from sports to retail businesses, from con-

struction to scientific research. The PBGCs insurance operations protect

the interests of plan participants by ensuring that plan terminations

satisfy legal requirements and that participants receive the benefits

due them.

More plans that were sufficiently funded terminated under the single-

employer program in FY 1987 than in FY 1986, but the PBGC trust-

eed fewer plans, all of which were relatively small. The multiemployer

plan insurance program again provided financial assistance to several

plans to enable them to continue paying promised benefits. These plans

comprise less than one-third of one percent of all insured multiemployer

plans, the vast majority of which are financially sound.

Sufficiently Funded Plans: During FY 1987, the PBGC received 10,865

notices of "standard" terminations, almost 60 percent more than in

FY 1986, for plans that were sufficiently funded to pay essentially

all vested accrued benefits. The increase in terminations in FY 1987

follows an unusually low level of activity during FY 1986, apparently

because plan administrators needed to familiarize themselves with new

filing procedures mandated by the Single-Employer Pension Plan

Amendments Act of 1986 (SEPPAA).

The Corporation completed processing nearly 8,200 terminations

during 1987, more than twice the number completed in FY 1986. The
past fiscal year marked the first year in which the benefits of SEPPAA 's

provision for plan administrator and enrolled actuary certifications

(rather than extensive documentation) of plan sufficiency have been

apparent under this new filing system. Plan administrators' increasing

knowledge of the filing requirements under SEPPAA, the need for less

documentation, and the new certifications contributed to the agency's

increased productivity.

Single-Employer Sufficient Plan Terminations Received
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Continuing an apparent trend, the PBGC saw fewer plan termina-

tions involving asset reversions in 1987 than in each of the three

previous years. Reasons for the reduction in reversions may include

reduced interest rates, the excise tax on reversions established by the

Tax Reform Act of 1986, and employers' declining interest in taking

reversions. The table below illustrates reversion activity in cases com-

pleted by the end of 1987.

Reversions in Excess of $1 Million, 1980-1987

(Byyear of termination, excludingpending cases)

(Dollars in millions)

No. of

Year Plans Assets Benefits Reversion Participants

1980 9 $ 58.5 $ 40.0 $ 18.5 22,242

1981 35 341.5 183.3 158.2 30,512

1982 82 1,136.8 732.9 403.9 123,587

1983 166 3,431.7 1,823.4 1,608.3 168,549

1984 331 7,426.8 3,862.0 3,564.8 382,188

1985 580 15,060.0 8,393.4 6,666.6 693,553

1986 263 8,918.3 4,630.7 4,287.6 262,255

1987 169 3,706.3 2,279.6 1,426.7 159,822

1,635 $40,079.9 $21,945.3 $18,134.6 1,842,708

Insufficiently Funded Plans : If a plan was not sufficiently funded for a

standard termination, it could be terminated by its sponsoring employer

only in a "distress" termination and only if the employer sponsoring the

plan met specific financial hardship criteria. If a terminating plan is

unable to pay at least its PBGC-guaranteed benefits, the PBGC will

seek trusteeship of the plan either through agreement with the plan

administrator or through a court order. In FY 1987, the PBGC became

trustee for 60 additional terminated single-employer plans, as com-

pared to 120 plans in FY 1986, while another 125 plans, generally with

claims of over $1 million each, were being processed as potential trust-

eeship cases. The PBGC attributes the fewer trusteeships in FY 1987,

at least in part, to the new termination requirements in SEPPAA.

Inventory of Single-Employer Trusteeships
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In addition to paying benefits for 110,000 retirees, for most of

FY 1987 the PBGC was responsible for an additional 100,000 par-

ticipants, including 60,000 retirees, of three LTV Steel pension plans

that were restored at the end of the year. Despite the intense activity

and uncertainty accompanying the termination and subsequent restora-

tion of the LTV plans, the PBGC assured that benefit payments to the

company's retirees continued uninterrupted.

During FY 1987, the PBGC settled the Rettig-Piech class action and

began to implement the settlement agreement. The litigation, initiated

in 1982 by participants of certain terminated plans, concerned the

PBGC's phased-in guarantee of benefit increases resulting from ERISA-

required improvements of plan vesting provisions. The participants

sought to compel the PBGC to pay benefits not guaranteed under the

PBGC's regulations. The PBGC has not changed its legal position in

these actions, which it still believes is correct. However, the PBGC
decided that, in this case, it would be in its and the participants' best

interests to settle the actions. Under the settlement, eligible participants

will receive approximately 65 percent of the benefits previously denied.

The PBGC conducted mass notification efforts through newspapers

in 24 cities to identify people affected by the Rettig Settlement. Under a

schedule included in the settlement agreement, the PBGC will have to

review benefits for over 44,000 participants in about 350 PBGC-trusteed
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plans, review records of about 32,000 plans not trusteed by the PBGC,

and inform thousands of affected participants about their new benefits,

a process that will take several years.

Multiemployer Plan

Insurance Program The multiemployer program is now in sound financial condition in

large part because of the Multiemployer Pension Plan Amendments

Act of 1980 (MPPAA). In 1978, the PBGC reported to Congress that

one out of ten multiemployer plans was experiencing financial difficul-

ties then that could lead to plan termination before 1988. The PBGC
estimated that termination of these troubled plans could cost the PBGC
insurance system about $4.8 billion. The premium needed to fund this

liability was projected to be as high as $80 per participant per year.

The multiemployer amendments required better funding for multi-

employer plans, especially those in financial distress. It also improved

the ability of plans to collect contributions, changed the insurable event

and benefit guarantees for multiemployer plans, and imposed with-

drawal liability on employers who ceased to contribute to a multiem-

ployer plan.

Instead of paying billions of dollars in total claims to ten percent

of the insured multiemployer plans, in FY 1987 the program assisted

only six out of the 2,300 insured plans. Instead of the projected $80

premium, the current premium is $2.20.

Multiemployer insurance coverage differs from the coverage pro-

vided to single-employer plans in one major respect: the insurable event.

Under the multiemployer program, the event triggering PBGC insur-

ance protection is plan insolvency, not plan termination as under the

single-employer program. If a multiemployer plan— whether or not

terminated— becomes financially unable to pay benefits currently due,

the PBGC will provide financial assistance to the plan to enable it to

pay guaranteed benefits. The financial assistance is a loan, to be repaid

in accordance with terms and conditions established by the PBGC.

Multiemployer Program Assets and Liabilities

Dollars

in millions
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Financial Assistance: During the year, the PBGC assisted six plans, one

of which received assistance for the first time. By the end of FY 1987,

the PBGC stopped assisting three of the plans because they merged

with several other plans to form a single plan that had sufficient assets

to pay participants' benefits. Thus, at the end of the year, only three

plans were still receiving assistance.

By September 30, 1987, the PBGC had provided approximately

$6.7 million in total financial assistance, after repayment, to six multi-

employer plans. These plans cover nearly 11,000 participants, 8,400

of whom are retirees who have continued receiving benefits through

the PBGCs financial assistance. The amount of financial assistance

advanced during FY 1987 alone was $1.6 million. B
Appeals Board

The PBGC established its Appeals Board in 1979 to resolve appeals by

employers and participants of initial agency determinations. Aggrieved

parties are allowed 45 days after the date of the PBGC determination to

file an appeal or request an extension of the filing deadline. Appeals

Board decisions are final agency decisions subject to review by a

U.S. District Court.

The number of appeals cases both docketed and closed increased

during the year. The Appeals Board docketed 377 cases, up from 296

cases in FY 1986 primarily because of appeal filings in three trusteed

plans, and closed 319 cases. At yearend, 299 cases were pending,

compared to 241 pending cases at the end of FY 1986.

Meetings in union and church

halls brought LTV retirees

face to face with the PBGC
for reassurance about their

pension security.
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Single-Employer

Litigation

Legal Activities

During FY 1987, the PBGC's most significant litigation sought to

protect the insurance program from specific abuses which, if left unchal-

lenged, would threaten the program's solvency and its ability to protect

the pensions of millions of Americans. At the end of the fiscal year, the

PBGC had 140 cases in litigation, about the same as the previous year.

An additional 484 uncontested bankruptcy cases were pending at year-

end, an increase over the 415 pending cases of FY 1986.

LTV, LTV Steel and related companies : On several occasions prior to

its restoration of three LTV Steel plans on September 22, 1987, the

PBGC warned LTV that it viewed the termination of a pension plan,

when combined with the establishment of new "follow-on" retirement

programs designed to provide substantially the same benefits, as an

abuse of the termination insurance program under Title IV of ERISA.

To determine whether an arrangement constitutes an impermissible

"follow-on" plan, the PBGC views all arrangements adopted by an

employer as a whole, regardless of their stated purposes. If the arrange-

ments, together with the benefits that would be guaranteed under

Title IV, provide for benefits that are substantially the same as those

provided under the original plan, the arrangements effectively continue

the original plan and, therefore, violate Title IV of ERISA.

In response to the restoration, LTV filed an action in bankruptcy

court to hold the PBGC in contempt on the grounds that the restora-

tion violated the automatic stay that prevents creditors from taking

action, outside of the bankruptcy court, to collect debts owed by the

debtor. The PBGC requested the district court, rather than the bank-

ruptcy court, to make the initial decision on this issue. The district

court approved this request and scheduled its hearing for early 1988.

Despite the PBGC's restoration of the plans, LTV continues to pay

participants in the restored plans only the benefits that would be guar-

anteed by Title IV. The PBGC has filed a complaint in the district court

to enforce the restoration, which would require LTV to pay full benefits

to participants, give the participants the opportunity to receive optional

forms of benefits not guaranteed under Title IV, and allow active partic-

ipants to continue accruing service and benefits under the plans.

Other successful legal actions by the PBGC involving the LTV Steel

plans resulted in important precedents. For example, although the dis-

trict court approved the termination of the three now-restored plans,

the USWA and a group of salaried participants appealed the termina-

tion, arguing that they were entitled to notice and an opportunity to be

heard in the termination action. The lower court decision was upheld

by the U.S. Court of Appeals for the Second Circuit, which stated

".
. . notice and a court adjudication prior to the termination of the plans

are not required and . . . the present administrative procedures [for ter-

minating pension plans] comport with due process."

17



Wheeling-Pittsburgh Steel Corporation: During FY 1987, the PBGC
continued its efforts to enforce Wheeling-Pittsburgh Steel Corpora-

tion's (WP) obligation to contribute substantial amounts to its pension

plans and to negotiate a settlement of WP's statutory liability to the

PBGC. The PBGC also fought the company's efforts, like those of

LTV, to implement potentially abusive follow-on pension plans before

the company's reorganization plans are complete. WP's bankruptcy,

which began in April 1985, and the termination of its seven insured

pension plans, has resulted in unfunded liabilities of about $500 mil-

lion being transferred to the insurance program.

Major industries with signifi-

cantly underfunded pension

plans continue to present

major problems for the

pension insurance system.

Wisconsin Steel: In 1977, International Harvester Company (now

Navistar International Corporation) sold its deteriorating Wisconsin

Steel Division and transferred the division's greatly underfunded pen-

sion plans to subsidiaries of Envirodyne Industries, Inc., in an effort to

avoid the plans' unfunded liabilities of more than $60 million. When
Envirodyne's subsidiaries subsequently went bankrupt and terminated

the plans, the PBGC was appointed statutory trustee of the pension

plans. In 1981 and 1982, the PBGC initiated lawsuits against Interna-

tional Harvester, Envirodyne, and a number of Envirodyne's subsid-

iaries. The PBGC is seeking a declaratory judgment that International

Harvester is liable for the unfunded guaranteed benefits of the plans; it

was not absolved of financial responsibility for its pension promises by

transferring the business to Envirodyne in a transaction that sounded

the death knell for the business and the pension plans.

The PBGC has settled its claims against Envirodyne and certain of

Envirodyne's subsidiaries, but continues to press claims against Inter-

national Harvester and the bankrupt subsidiaries of Envirodyne. Trial

of those claims is expected in early 1988.
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Century Brass: Prior to FY 1987, the PBGC commenced an involun-

tary termination action in the U.S. District Court in Connecticut in

regard to the Century Brass Products, Inc. UAW Pension Plan Agree-

ment and Retirement Income Plan. Century Brass, which had been in

Chapter 11 since March 1985, supported the termination action. How-
ever, the union members of the plan's Board of Administration asked

the court to dismiss the termination action because it violated the

automatic stay that protects the debtor from legal actions initiated by

creditors outside of the bankruptcy proceeding.

On November 28, 1986, the court entered an order that approved

the termination of the plan, and established December 2, 1985, as the

termination date. The court found that the PBGC was exempt from the

automatic stay because the termination action was an exercise of the

PBGC's police or regulatory power, and that ERISA exempts a termina-

tion action from the automatic stay.

The Rettig Settlement: Rettig, et al. v. PBGC and Piech, et al. v. PBGC
involved a PBGC regulation that applied a Title IV phase-in rule to all

plan amendments improving a plan's vesting standards. Title IV requires

that the PBGC's guarantee of benefit increases be "phased-in" at the

rate of 20 percent of the benefit increase or $20 per month, whichever

is greater, for each full year up to five years that a plan amendment

increasing benefits has been in effect. Increases in effect for less than

one full year are not guaranteed. The plaintiffs objected to the applica-

tion of this rule to amendments generally required by ERISA for plan

years beginning after December 31, 1975.

Although the PBGC successfully defended its policy in the

U.S. District Court for the District of Columbia, the U.S. Court of

Appeals for the District of Columbia reversed and remanded the cases
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to the lower court. The two cases then were consolidated and certified

as a class action by the district court.

The settlement, agreed to in March 1987, applies to the plaintiffs in

Rettig and Piech and to the class of similarly situated participants. On

July 27, 1987, the U.S. District Court for the District of Columbia

approved the settlement. The PBGC generally will pay affected partici-

pants and beneficiaries 65 percent of their benefits computed without

the phase-in.

Kaiser Steel: On February 28, 1987, following Kaiser Steel Corpora-

tion's filing for bankruptcy reorganization less than three weeks earlier,

the PBGC obtained court approval for its appointment as trustee of a

Kaiser plan that had no money to pay benefits. The PBGC immediately

provided the necessary funds to insure uninterrupted March benefit

payments to Kaiser retirees. At the same time, the PBGC declined

Kaiser's request that it terminate three other underfunded Kaiser plans.

In May 1987, Kaiser applied to the bankruptcy court for an order

approving distress termination of the remaining plans. At a hearing in

the bankruptcy court in August 1987, the USWA disputed the priority

status of certain claims filed by the PBGC and argued that the plans

should not be terminated now. The PBGC advised the bankruptcy

court that it should apply a "balancing of equities" test to each separate

substantial member of Kaiser's controlled group of corporations to

determine whether to approve the termination of the plans. To date,

the court has not ruled on these issues.

Miscellaneous Bankruptcy Matters : The PBGC may become a major

creditor in a number of large bankruptcies besides those discussed

earlier. Consequently, the Corporation monitored reorganization pro-

ceedings for several companies, including Eastmet Corporation and

Sharon Steel, even though the companies had not terminated under-

funded plans during the fiscal year. Eastmet had applied to the PBGC
for distress termination of two pension plans after twice applying

unsuccessfully to a bankruptcy court for permission to terminate the

plans, which have a combined unfunded liability of approximately

$48 million. The PBGC determined that Eastmet had not satisfied the

distress criteria and did not allow termination. The bankruptcy court

subsequently approved Eastmet's request after the fiscal year ended.

The Eastmet case had not reached conclusion before the PBGC com-

pleted its fiscal year financial statements.

Multiemployer

Litigation The PBGC has been involved in a number of court cases that could

have a significant impact on the multiemployer program. In FY 1987,

the PBGC was involved in ten cases, mostly as "friend of the court"

rather than as a direct litigant. The PBGC has urged Federal courts to

require employers challenging assessments of withdrawal liability to

pursue those challenges initially in arbitration, as required by ERISA,

rather than in court. While the courts generally have acknowledged
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ERISA's arbitration requirement, they have allowed many exceptions,

and disputes over arbitration have imposed substantial litigation costs

on multiemployer plans.

During 1987, four U.S. Courts of Appeals issued decisions strongly

endorsing the principle that arbitration of disputes over withdrawal

liability must precede judicial involvement. In T.I.M.E.-DC v. Central

States, Southeast and Southwest Areas Pension Fund{ Fifth Circuit),

Marvin Hayes Lines v. Central States Fund ( Sixth Circuit ), and IAM
National Pension Fund v. Cooper Industries (D.C. Circuit), the courts

of appeals responded to the PBGC's arguments by reversing lower court

decisions that had allowed the employers to challenge withdrawal liabil-

ity assessments in court without first trying arbitration. In The Flying

Tiger Line v. Central States, the U.S. Court of Appeals for the Third

Circuit upheld a district court order requiring arbitration.

In Yahn & McDonnell, Inc. v. The Pennstar Company, the PBGC
asked the U.S. Supreme Court to overturn a ruling by the U.S. Court

of Appeals for the Third Circuit that ERISA's presumption favoring

withdrawal liability determinations by multiemployer pension plans

violated the Fifth Amendment's Due Process Clause. In Yahn, the

Third Circuit held that, since the trustees of multiemployer plans have

a fiduciary duty to protect the interests of plan participants, according a

presumption of correctness to the trustees' withdrawal liability determi-

nations is tantamount to imposing a biased adjudicator on the with-

drawing employer, thereby denying the employer the due process of law.

Before the Supreme Court, the PBGC argued that the effect of the

presumption is far more limited than the Third Circuit envisioned, that

plan trustees are not necessarily biased against withdrawing employers,

and that the burden of proof that Congress imposed on employers was

necessary as a practical matter and well within Congress' power to

organize civil proceedings.

Although the Supreme Court divided 4-4 in Yahn, and upheld the

Third Circuit's decision, it did not create precedent for the other five

Federal courts of appeals which previously upheld the presumption.

The issue may reach the Supreme Court again in another case for

final resolution.

Regulations

The PBGC issues regulations only when required by law or when
necessary to provide guidance to pension plan sponsors and administra-

tors on statutory provisions.

During FY 1987, or shortly thereafter, the PBGC issued one final

and several proposed multiemployer program regulations. The agency

also proposed three regulations designed to simplify procedures and

reduce costs associated with the termination of PBGC-insured single-

employer plans, two of which ultimately will replace several existing

termination regulations rendered obsolete by SEPPAA.
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Financial Operations

Financial Activities

By the end of FY 1987, the PBGC's financial condition had been

affected by the restoration of three terminated LTV Steel pension plans

and the absence of large claims during the year. The Financial State-

ments for the year ended September 30, 1987, report net operating

income of $487 million before the restoration of the LTV Steel plans,

and net operating income of $2.3 billion after the restoration.

The Corporation's assets increased by 24 percent during the year

primarily because of the favorable equity markets. After the year ended

the equity markets experienced a significant decline; however, the

PBGC's investment losses, which amounted to about 11 percent of the

PBGC's total assets at the end of October 1987, were about one-half the

percentage decline in the overall equity markets. The PBGC attributes

its investment performance, in spite of the volatility of the equity

markets, to its diversification of its assets.

The PBGC and private pension plans, in general, are prudently man-

aged for the long term, with diversified investments to minimize risk.

The long-term investment position enables both the PBGC and private

plans to avoid real losses due to temporary declines in the equity mar-

kets. The nearly 40 million workers and retirees participating in insured

defined benefit plans are further protected against market fluctuations

because they are promised a specific monthly benefit at retirement,

guaranteed by the PBGC, without regard to their own plan's invest-

ment experience.

Premium Income: Including penalty and interest payments, premium

income totaled $284 million in FY 1987, $68 million more than reported

in FY 1986. The additional income resulted primarily from the pay-

ment of higher premiums by single-employer plans throughout

FY 1987. The SEPPAA-mandated premium increase for single-

employer plans, from $2.60 to $8.50 per participant, was enacted

in FY 1986 but was effective for only part of that fiscal year.

Single-Employer Program Participants in Pay Status

Number
in thousands

150

100

50

1975

Fiscal Year

1977 1979 1981 1983 1985 1987
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Benefit Payments: During FY 1987, the PBGC's annual benefit pay-

ments totaled $304 million, an increase of $40 million (15.1 percent)

over the amount paid out in FY 1986. Of the total amount,

$300 million was paid to participants of single-employer plans,

$40 million more than in FY 1986. This increase was primarily due

to the termination of some plans that either were reported as pending

termination or terminated late in FY 1986.

PBGC Benefit Payments for Single-Employer Plan Participants

(Dollars in millions)

Fiscal Year

Participants

In Pay Status Total Amount Paid

1987

1986

1985

1984

1983

109,700

90,750

74,800

64,700

55,400

$300.2

$260.5

$170.2

$169.3

$136.6

The PBGC also paid about $240 million in benefits to retirees in

the three plans ultimately restored to LTV while it was trustee of these

plans (from January 13 to September 22, 1987). In making these

payments, the PBGC used plan assets that it acquired when it termi-

nated the plans.

Reserve for Present Value of Guaranteed Benefits : This reserve repre-

sents the present value of future payments of guaranteed benefits for

plans that have terminated or are pending termination as of the end of

the fiscal year, and for which the PBGC either is or expects to become

trustee. The reserve decreased by $1.9 billion to a total of $3.6 billion

at the end of FY 1987, primarily because of the restoration of the three

LTV Steel plans.

Reserve for Estimated Future Financial Assistancefor Multiemployer

Plans: This reserve represents the present value of unrecoverable finan-

cial assistance the PBGC expects to grant in the future to six plans, two

of which received financial assistance in FY 1987. For FY 1987, the

Reserve for Estimated Future Financial Assistance is $19 million;

it was $29 million at the end of FY 1986. The FY 1987 adjustment

reflects revised estimates of the amount of unrecoverable financial

assistance that the PBGC expects will be needed for the three plans

included in the reserve during both fiscal years and three other plans

added to this year's reserve. Four of the seven plans included in the

FY 1986 reserve are no longer expected to require financial assistance.

Assets Management
The PBGC maintains two separate financial programs— each consist-

ing of a revolving fund and a trust fund— to sustain its two pension

insurance programs covering multiemployer and single-employer plans.
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Single-Employer Program Assets and Liabilities

Dollars

in millions

$6000
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1987

Usabilities

Investment Managers

The Revolving Funds consist of collected premiums and income

resulting from investment of the premiums. They are used for the

Corporation's administrative expenditures and for payment of those

portions of pension benefits that are unfunded by trust funds.

The revolving funds are invested in U.S. Government Treasury secu-

rities selected by the PBGC's fixed-income investment advisor and the

PBGC's Investment Management Division. They had a net market

value of $521 million as of September 30, 1987.

The Trust Funds provide for the payment of the funded portion of

benefit payments and trust fund administrative expenses. They consist

of assets received from all terminated plans that are or will be trusteed,

and employer liability payments and receivables. The net market value

of the trust funds was $1.8 billion as of September 30, 1987.

Investment Managers and Custodian Bank: When the PBGC becomes

trustee of a plan, it generally commingles the plan's assets and invests

them in a diversified portfolio of investments including equities, fixed

income securities, and real estate. These investments are managed by

outside investment management firms hired by the PBGC. Each firm

operates within its own area of specialized investment expertise, sub-

ject to PBGC guidelines. The following equity managers worked with

the PBGC throughout FY 1987: American National Bank, Chicago,

Illinois; Chase Investment Management, New York, New York; Dimen-
sional Fund Advisors, Santa Monica, California; Lazard Freres Asset

Management, New York, New York; Lehman Management, New York,

New York; McCowan & Associates, New York, New York; State Street

Bank & Trust Company, Boston, Massachusetts; and United Capital

Management, Denver, Colorado.
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During FY 1987, the PBGC established a Prospect Fund consisting

of $20 million to be managed initially by four equity managers:

Discipline Investment Advisors, Evanston, Illinois; Furman Selz Capital

Management, New York, New York; Loomis Sayles & Company,

Pasadena, California; and Nelson, Benson & Zellmer, Denver, Colorado.

The Prospect Fund provides the Corporation with the opportunity

to effectively monitor new managers prior to full funding, thereby

increasing the depth and flexibility of the multiple-manager investment

program.

JMB Institutional Management, Chicago, Illinois; RREEF, San Fran-

cisco, California; and TCW Realty Advisors, Los Angeles, California,

continued to manage the PBGC's real estate investments; Morgan Stan-

ley Asset Management, New York, New York, continued as the PBGC's
advisor on the investment of Revolving Fund assets in U.S. Govern-

ment securities; and Pacific Investment Management Company, New-
port Beach, California, continued as manager of the Trust Fund's fixed

income portfolio.

The PBGC hired Manufacturers Hanover Trust Company, New York,

New York, as a sub-custodian for the Prospect Fund. State Street Bank
and Trust Company, Boston, Massachusetts, continued as Master Cus-

todian for Trust Fund assets.

Investment

Performance Trust and Revolving Fund investments returned 21.0 percent in

FY 1987. Trust Funds alone returned 29.0 percent while the Revolving

Funds, invested by law solely in Treasury securities, returned 1.5 per-

cent. The fixed-income security advisors significantly outperformed

their benchmark. Although the Trust Fund equity managers earned

38.3 percent, less than their benchmark, their performance reflects the

PBGC's defensive strategy that is designed to reduce volatility to pro-

vide for more stable returns during all phases of the market cycle than

would otherwise be available.

The following table illustrates the PBGC's investment results for

FY 1987 and FY 1986 and for the five years ended September 30, 1987:

Performance Figures by Percentage for Revolving & Trust Funds

Annual Rates ofReturn

Five Years Ended

FY FY September 30, 1987

1987 1986 (Annualized)

Total Invested Funds 21.0 24.3 18.2

Trust Funds 29.0 25.1 21.1

Standard & Poor's 500 Stock Price Index 43.4 31.9 26.7

Wilshire 5000 Stock Index 38.3 30.4 25.3

Revolving Funds (including short-term funds) 1.5 22.0 12.9

Shearson Lehman
Government/Corporate Index -0.4 20.7 12.8
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Statistical History

of Claims

(Single-Employer

Program)

Actuarial Report

The Actuarial Report presents the claims history for the single-employer

program, ten-year actuarial forecasts for fiscal years 1988 through 1997

(five years of which are required by section 4008 of ERISA), and the

actuarial valuation of the PBGC's future benefit liabilities.

The PBGC's annual claims experience has been very volatile and dem-

onstrates the sensitivity of the single-employer program to the occa-

sional occurrence of very large claims. Current information indicates

that the single-employer program incurred 30 claims with dates of plan

termination in FY 1987. Smaller plans still under review, with claims

of under $1 million each, may result in additional claims against the

PBGC and, when the reviews are completed, the number of plans

involved may approximate those of the immediately preceding three

fiscal years. However, because of the absence of large claims in

FY 1987 and the fact that all potential claims over $1 million have

been reviewed, the total net claims resulting from all plans terminating

in FY 1987 should remain below the historical average.

By fiscal yearend, the PBGC had become, or was expected to become,

trustee of 1,405 single-employer plans. Of these plans, 1,376 had dates

of termination before October 1, 1987. The remaining 29 plans were

pending termination. Highlights of the PBGC's claims experience, as

shown on Table 1, are:

Annual net claims experienced by the program during five of the last

six years were larger than those incurred during each of the previous

seven years.

Including pending terminations, annual net claims for the last six

years averaged $275 million (excluding the plans restored to LTV),

while for the entire 13 years of the Corporation's history claims

averaged $154 million. If the three restored plans were included,

these figures ( based on PBGC estimates) would be $578 million and

$294 million, respectively.

Even after excluding the three restored LTV plans, the net claims

of 183 plans from the steel industry, which represent only 13 percent

of the plans that are or are expected to be trusteed, account for over

58 percent of the total net claims against the single-employer program.

The steel plans were, on average, 34 percent funded upon termina-

tion; all other plans were 48 percent funded.

Steel Impact on PBGC
Single-Employer Program

4000

2000

Plans Benefits Assets Net Claims H Non-Steel

In units In millions of dollars Steel
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Table 1 illustrates several recent trends that have been factors in the

PBGC's need for increased revenue. Funding levels of terminated plans

deteriorated substantially in the last three fiscal years (see col. (4)). In

addition, the percentage of guaranteed benefits that become net claims

against the insurance program (see col. (8)), which reflects both fund-

ing and recoveries from employers, has generally increased over the

Corporation's history. This means that the PBGC recently has had to

make up a larger portion of guaranteed benefits.

Moreover, the amount of net claim per terminated plan also has

increased greatly. From FY 1982 through FY 1987, the average net

claim per plan (excluding pending terminations) was nearly $2.4 mil-

lion. This is more than 5 1/2 times the average net claim of $430,000

per plan for the period covering fiscal years 1975 through 1981.

Claims against the program also are measured on an "event" basis. A
plan sponsor's termination of one or more of its plans within 30 days of

Table 1 : Claims Experience by Fiscal Year (Single-Employer Program)

(Dollars in millions)

(1) (2)

Guaranteed

(3) (4) (5) (6) (7)

Average
Net

Claim Per

(8)

Net Claims

as a

Percent of

Guaranteed

Date of Number Benefit Plan Funding Employer Total Net Terminated Benefit

Termination of Plans Liability Assets Level Liability Claims* Plan Liability

07/01/74-06/30/75 98 $ 56 $ 19 34% $ 4 $ 32 $0.3 58%

07/01/75-09/30/76 172 88 45 51 25 18 0.1 21 45%

10/01/76-09/30/77 129 51 21 40 8 23 0.2 45

10/01/77-09/30/78 102 125 46 37 7 72 0.7 57J
10/01/78-09/30/79 78 81 32 40 4 45 0.6 56

10/01/79-09/30/80 100 166 77 46 5 84 0.8 51

10/01/80-09/30/81 135 178 75 42 27 76 0.6 43 50%

10/01/81-09/30/82 128 461 174 38 7 280 2.2 61

10/01/82-09/30/83 140 408 224 55 10 174 1.2 43_
10/01/83-09/30/84 90 47 20 42 1 27 0.3 57

10/01/84-09/30/85 88 262 75 29 4 183 2.1 70

10/01/85-09/30/86 86 1,140 375 33 193 573 6.7 50 55%

10/01/86-09/30/87 30

1,376

153

$3,216

48

$1,231

32 1 104 3.5 68_

Total 38% $294 $1,692 $1.2 53%

Pending 29 663 346 52 6 312 ## 47

Total 1,405 $3,880 $1,576 41% $300 $2,003 52%

Steel Plans 183 $2,110 $ 727 34% $217 $1,165 $6.4 55%

Non- Steel Plans 1,222 1,770 849 48 83 838 0.7 47

Note: Numbers may not add up to totals due to rounding.

*The net claim values presented here are different from the values presented in the Financial Statements for FY 1986 and FY 1987. The

Financial Statements show claims of $2,406.7 million and -$57.8 million for FY 1986 and FY 1987, respectively, compared to this

table's values of $573 million and $104 million, respectively. Table 1 data reflect current estimates for plans in the year they terminated, not

the year they were first recognized in the Financial Statements, and the restoration of the three LTV plans booked in FY 1986.

**Because of the exclusion of most pending terminations with net claims under $1 million, an average net claim per terminated plan is not meaningful
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each other is considered one event. The total of 1,405 individual plan

terminations (including plans pending termination) resulted from 1,140

events; in two cases, a single event was responsible for ten individual

plan terminations.

Table 2 shows the effect that a few plan terminations or events can

have on the liability of the PBGC. In particular, three events, consisting

of 11 plan terminations by three employers (Wheeling-Pittsburgh, Kai-

ser Steel, and Allis-Chalmers), account for over $800 million in single-

employer net claims. This is just over 40 percent of total net claims

during the PBGC's 13-year history.

Table 2: Distribution of Guaranteed Benefit Liability and Net Claims* By Size

(Single-Employer Program)

(Dollars in millions)

Guaranteed Benefit Net Claims Net Claims

Liability fPer-Plan Basis) (E jent Basis)

Total

G jaranteed

Number Benefit Number Total Net Number Total Net

Size of Plans

7

Liability

$1,511

of Plans Claims of Events Claims

Greater than $100 million 4 $ 766 3 $ 803

$50-100 million 8 506 1 55 5 285

$25-50 million 15 494 11 361 9 329

$10-25 million 26 416 17 262 11 149

$5-10 million 42 293 25 172 16 108

$2-5 million 75 244 46 147 46 148

$1-2 million 117 170 67 93 48 64

$0.5-1 million 154 108 97 68 77 53

$0.25-0.5 million 189 67 111 38 83 29

Less than $250 thousand 772 72 1,026 41 842 35

Total 1,405 $3,880 1,405 $2,003 1,140 $2,003

Note: Numbers may not add up to totals due to rounding.

*The data presented are as of the date of plan termination using data as they existed at the time of the FY 1987

closing and reflect revised estimates of some previously reported claims. Most pending terminations with net claims

under $1 million are excluded from this table.

Single-Employer

Program Actuarial

Projections

The PBGC bases its actuarial projections on its historical experience

and the financial condition of the Corporation as of September 30,

1987, as reported in the Financial Statements. While ERISA only

requires a five-year projection, various ten-year forecasts are included

again this year to give a longer view of the PBGC's expected asset and

liability values under different scenarios.

Forecast A is based on the average annual net claims over the entire

PBGC history. Forecast B is based on the average annual net claims

over the most recent six fiscal years. Data going back to FY 1982 were

used in arriving at this latter average because of the significant increase
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in claims in that year. Because additional claims of the magnitude of

$2 billion could occur, the PBGC developed Forecast C, which assumes

an additional claim of this magnitude once every five years. In all three

projections, annual claims were first adjusted to 1987 dollars and pend-

ing claims were included in the averages of past net claims.

In preparing the forecasts, the Corporation used the following

assumptions:

The reserve for guaranteed benefits is valued at 8.25 percent

for immediate annuities, with relevant lower rates for deferred annu-

ities. The impact of major market movement on the PBGC's invest-

ment return between October 1 and October 31, 1987, is reflected.

Thereafter, investments are assumed to earn 7.75 percent, a rate of

return consistent with the valuation assumption.

Administrative expenses for FY 1988 through FY 1993— as pre-

sented in the PBGC's budget— will grow at an annual rate of

6.75 percent after FY 1993. Benefit entitlements of covered par-

ticipants will grow at 6.75 percent throughout the period.

The variable-rate premium enacted by the Pension Protection Act

of 1987, which is effective for plan years beginning on or after

January 1, 1988, is expected to produce revenue equivalent to $20.50

per participant. The variable-rate premium is not adjusted for infla-

tion and remains constant.

The number of covered plan participants is projected to grow

at an annual rate of one percent (based on the PBGC's most recent

experience).

The annual growth in net claims, based on the projected growth

of both benefit entitlements and plan participants, will be at a rate

of 7.82 percent.

Plan assets and collectible employer liability will be the same

percentage of the guaranteed benefit liability and plan asset insuffi-

ciency, respectively, as they were for the period used to establish

the average claim level. The additional claims in Forecast C will be

funded at the same level as the six-year average. The ratios used are:

Forecast A Forecasts B & C

41% 40%Plan assets/guaranteed benefits

Employer liability/plan asset

insufficiency 137o 12%

The financial impact of the other recently enacted reforms, such as

minimum funding and bankruptcy changes, on the PBGC's projected

experience is not reflected in these projections. In the long run,

underfunded plans should become better funded and the PBGC's recov-

eries from employers should improve. The near-term impact, however,

is likely to be reduced because of the length of time that it will take the

new funding standards to affect the funding level of plans most likely

to cause a claim against the PBGC.
Projected assets, liabilities, and resulting deficits under each forecast

are presented below. Also provided is the deficit per participant covered

by this insurance program, which represents the potential charge (or

credit) to the PBGC's premium payers if the PBGC's insurance pro-

gram were to cease as of the end of the year shown.
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Forecast A assumes the lowest level of future claims and, as shown
in Table 3, reflects a projected surplus of $1,092 million at the end of

the ten-year period ( September 30, 1997). According to this forecast,

the PBGC temporarily would be in a surplus position starting in

FY 1994. Since premiums will remain essentially constant while

projected claims increase each year, the PBGCs deficit would return

in the next century.

Table 3: Forecast A— Based on Average Annual Net Claims Over
the Entire PBGC History

Amounts as of September 30

{Dollars in millions)
Deficit per

Fiscal Year Liabilities Assets Deficit Participant

1987 (Actual) $3,712 $2,163 $1,549 $49.47
1988 4,512 2,848 1,664 52.62

1989 4,899 3,520 1,379 43.17
1990 5,316 4,234 1,082 33.54

1991 5,772 4,994 778 23.88

1992 6,271 5,803 468 14.22

1993 6,814 6,662 152 4.57

1994 7,397 7,561 (164) (4.89)

1995 8,019 8,498 (479) (14.13)

1996 8,684 9,473 (789) (23.04)

1997 9,395 10,487 (1,092) (31.57)

( )
= Surplus

Forecast B assumes the middle level of future claims and shows a

projected deficit of $1,569 million at the end of the ten-year period

(September 30, 1997). According to this forecast, as shown in Table 4,

the PBGC's deficit would reach a low of $1,329 million in FY 1994
and then start to grow as net claims continue to grow in nominal terms

while the effective premium rate remains essentially constant.

Table 4: Forecast B— Based on Average Annual Net Claims Over
the Most Recent Six Years

Amounts as ofSeptember 30

(Dollars in millions)
Deficit per

ParticipantFiscal Year Liabilities Assets Deficit

1987 (Actual) $3,712 $2,163 $1,549 $49.47
1988 4,752 2,945 1,807 57.15
1989 5,393 3,714 1,679 52.57
1990 6,081 4,518 1,563 48.45
1991 6,824 5,359 1,465 44.97
1992 7,628 6,238 1,390 42.24
1993 8,500 7,158 1,342 40.37
1994 9,434 8,105 1,329 39.59
1995 10,431 9,074 1,357 40.03
1996 11,498 10,063 1,435 41.91
1997 12,639 11,070 1,569 45.36
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Forecast C assumes the highest level of future claims and, as shown

in Table 5, projects a deficit of $9,510 million at the end of the

ten-year period ( September 30, 1997). According to this forecast, the

PBGC's deficit would continue to grow throughout the period— even

with the benefit of the higher premium.

Table 5: Forecast C— Based on Average Annual Net Claims Over

the Most Recent Six Years (With an Assumed Additional Net

Claim Event of $2 Billion Once Every Five Years)

Amounts as ofSeptember 30

(Dollars in millions) Deficit per

Fiscal Year Liabilities Assets Deficit Participant

1987 (Actual) $ 3,712 $ 2,163 $1,549 $ 49.47

1988 5,496 3,262 2,234 70.65

1989 6,926 4,349 2,577 80.68

1990 8,451 5,451 3,000 92.99

1991 10,083 6,565 3,518 107.98

1992 11,836 7,691 4,145 125.95

1993 13,722 8,827 4,895 147.26

1994 15,741 9,955 5,786 172.36

1995 17,901 11,062 6,839 201.74

1996 20,211 12,139 8,072 235.75

1997 22,683 13,173 9,510 274.93

Actuarial Valuation
Reserve for Guaranteed Benefits

The reserve for guaranteed benefits is calculated

separately for the single-employer and multiemployer

programs. For the single-employer program, the

reserve for guaranteed benefits is calculated as the

liability for ( 1 )
plans that terminated on or before

fiscal yearend of which the Corporation is, or expects

to become, trustee and ( 2 ) large pending plans. The

criteria for including plans in the pending termina-

tion category are discussed in Note 1 of the Finan-

cial Statements. The reserve for guaranteed benefits

represents the present value of future benefits that

the Corporation is or will be obligated to pay:

$3,318 million as of September 30, 1987, for the

1,376 plans that terminated on or before that date,

and $663 million as of the expected date of

termination for 29 large plans pending termination.

For the multiemployer program, the reserve for

guaranteed benefits is calculated as the liability for

( 1 )
plans that terminated before passage of the Multi-

employer Pension Plan Amendments Act (MPPAA)

and of which the Corporation is, or expects to

become, trustee and ( 2 )
post-MPPAA losses that are

probable and estimable for plans of which the Cor-

poration is aware at fiscal yearend.

There were a total of ten pre-MPPAA termina-

tions, nine of which were granted discretionary

coverage under the provisions of ERISA as passed

in 1974. The remaining plan terminated when

coverage under Title IV was mandatory ( from

August 1, 1980, until September 25, 1980). The

post-MPPAA portion of the reserve for guaran-

teed benefits represents the present value as of

September 30, 1987, of losses that the PBGC
expects to incur from non-recoverable future finan-

cial assistance to six plans that are, or are expected

to become, insolvent.

The reserve for guaranteed benefits for both the

single-employer and the multiemployer programs wa:

calculated using the same methods and procedures

as those used in FY 1986.

Actuarial Assumptions, Methods, and Data

Single-Employer Program: The liability for future

benefits was calculated using one of three methods:

seriatim, non-seriatim, and hybrid. Table 6 shows

the number of plans and participants and the asso-

ciated liability by method of calculating the reserve

for guaranteed benefits. It shows that the single-

employer plans' liability of $3,981 million is

more than 99 percent of the total PBGC liability of

$4,018 million. The following graph shows the dis-

tributions of benefit liability and plans (including

pending plans) by method of calculation.
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Table 6: Reserve for Guaranteed Benefits

(Dollars in millions)

Number Number of

of Plans Participants Liability

I. Single-Employer Program

A. Terminated Plans

1. Seriatim method

2. Hybrid plans (all non-final

benefits)

a. Benefits valued by seriatim

method

b. Benefits valued by non-seriatim

method

II. Multiemployer Program

A. Pre-MPPAA Terminations

1. Seriatim method

2. Non-Seriatim method

(all final benefits)

Subtotal

B. Post-MPPAA Liability

Total

Total Reserve for Single- and

Multiemployer Programs

719

4

1,421

41,000

13,000

12,000

217,000

$ 437

544

368

c. Total 4 25,000 $ 912

3. Non-Seriatim method

a. Plans with final benefits 253 57,000 937

b. Plans with non-final benefits 400 59,000 1,007

Subtotal 1,376 182,000 $3,294

B. Plans Pending Termination

(all non-seriatim method) 29 25,000 663

C. Rettig Settlement* — 3,000 24

Total 1,405 210,000 $3,981

6 3,000 $17

4 ## 2

10 3,000 $19

6 3,000 18

16 6,000 $37

$4,018

Note: Numbers may not add up to totals due to rounding.

* The Rettig Settlement refers to the extra benefit liability that the PBGC expected to incur due to a

settlement of a class action lawsuit that increased guaranteed benefits for some participants and provided

newly guaranteed benefits to about 3.000 additional participants.

**Less than 500.
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Distribution of Benefit Liability and Plans by Method of Calculation

(Single-Employer Plans)

(Dollars in millions)

Non-Seriatim

999

Seriatim

719

Seriatim

$982

Benefit Liability

$3,981

Seriatim Method: The seriatim valuation method is

the most reliable one and, therefore, preferred. Plans

were included in the seriatim valuation only if

80 percent of their individual participant records

contained data deemed essential for the valuation.

The 80-percent limit was used to increase the

number of plans that could be valued by the seriatim

method and still maintain the quality of the results.

The PBGC replaced missing data with the average

for the plans or, in some circumstances, with PBGC
averages. As noted in the graph, 51 percent of all

plans (719 plans) were valued on a seriatim basis,

but only 25 percent of the liability was calculated

under this method. This percentage is lower than

last year because liabilities for LTV Steel retirees

in tbree large plans (which were valued seriatim

last year) have since been restored to the company.

However, this percentage is still much higher than

in years prior to 1986.

The set of interest rates used for the actuarial

valuation was the set being established at the end of

FY 1987 for valuing the liability for distress termi-

nations (i.e., 8.25 percent for immediate annuities,

with lower interest rates for deferred annuities). The

mortality assumptions used for the individual par-

ticipant valuations are described in the PBGC regu-

lation on Valuation of Plan Benefits (29 CFR 2619)

for a distress termination.

Expected retirement ages, as explained in this

regulation, were used for non-pay-status participants.

Participants who had attained their expected retire-

ment age were assumed to be in pay status. Par-

ticipants who were older than their plan's normal

retirement age and were not in pay status at fiscal

yearend had the value of their future benefits

reduced to zero over the three years succeeding

normal retirement age in order to reflect the lower

likelihood of payment.

Non-Seriatim

682

Total Plans

1.405

Non-Seriatim Method: Many plans were not valued

on a seriatim basis because they had not been fully

processed. The Corporation's benefit payments sys-

tem did not always contain all the data needed for a

seriatim valuation (e.g., dates of birth were occa-

sionally missing). The PBGC is continuing to gather

additional valuation data and places high priority on

increasing the number of plans valued seriatim.

When PBGC-guaranteed benefit calculations were

final but not ready to be valued seriatim, the results

of a date-of-plan-termination valuation were used as

the starting point for each plan. For those plans for

which PBGC-guaranteed benefit calculations were

not final, the most recent actuarial valuation per-

formed before the termination date was used. Plan

valuations for the 31 large plans in this category

(those with more than $10 million in guaranteed

benefit liabilities at date of plan termination) were

refined, based on the most recent available data.

For plans not valued by the seriatim method, the

liability is reported separately for participants who,

as of the valuation date, were retired, active vested,

or terminated vested. The reported liability for

each class was adjusted to reflect the differences in

assumed interest rates. The active vested liability

was increased for benefits accrued between the valu-

ation and plan termination dates. The effects of the

maximum guarantee provisions, benefit payouts, and

the elapsed time between the valuation date and the

end of the fiscal year were also reflected. Date-of-

plan-termination estimates of benefit liability are

calculated routinely for administrative purposes,

and the adjustment factors used in the non-seriatim

procedure— which were developed and refined for

this purpose— were based on PBGC experience.

HybridMethod: Automated files of the benefits for

participants in pay status as of September 30, 1987,

36



w>

were obtained from the plan sponsors of four very

large plans. A hybrid valuation method was devel-

oped for these plans, using the seriatim method to

value the pay-status benefits and the non-seriatim

method to value the non-pay-status benefits.

Multiemployer Program: The liability for the ten

pre-MPPAA terminations was calculated using the

same assumptions and methods described for the

single-employer program.

The post-MPPAA liability was based on the most

recent available actuarial reports and information

provided by representatives of the affected plans.

The Corporation has received notification that 13

multiemployer plans were, or could become, insol-

vent. However, for seven of the plans, the PBGC
expects that the minimum funding standards and

the withdrawal liability provisions will prevent a

financial loss to the Corporation. The liability shown

on line II.B in Table 6 represents the discounted

value of future unrecoverable financial assistance

expected to be made to the remaining six plans. For

these plans, the contribution base has either disap-

peared or declined irretrievably due to severe indus-

trial declines.

Results

On September 30, 1987, the total number of partici-

pants included in the FY 1987 reserve for guaranteed

benefits was estimated at 210,000 for the single-

employer program and 6,000 for the multiemployer

program. This includes 25,000 participants in plans

pending termination. Of these totals, 109,700 single-

employer plan participants and 2,800 participants

from multiemployer plans were receiving benefits

at fiscal yearend. The respective average monthly

benefit for participants in pay status as of

September 30, 1987, was $250 for the single-

employer program and $95 for the multiemployer

program or $240 for both programs combined.

The proportion of the liability valued by the seria-

tim method for FY 1987 was more than doubled by

the inclusion of the pay-status liability for four very

large plans. The total liability valued seriatim was

$999 million, 25 percent of the total reserve for

guaranteed benefits.

Tables 7 through 11 summarize the detailed results

of the seriatim and non-seriatim valuations for both

the single-employer and multiemployer programs.

Among the data displayed, the average age for single-

employer plans increased from that of last year due

to the restoration of three large LTV Steel plans

which have younger retirees; the average age for

multiemployer plans is about the same as that of

last year (Table 8).

Table 12 shows that the steel industry's pension

plans account for a significant proportion of the

reserve for guaranteed benefits.

Table 7: Portion of Reserve Calculated by the Seriatim Method

(Dollars in millions)

Single-Employer Multiemployer

Recipient

Status

No. of

Benefit

Recipients Liability

No. of

Benefit

Recipients

2,515

69

40

2,624

Liability

Pay- Status*

Deferred

Other**

40,600

11,007

2,358

$896

86
###

$17

1

Total 53,965 $982 $17

Note: Numbers may not add up to totals due to rounding.

*Includes the pay-status liability from four very large plans valued by the hybrid method.

**"Other" recipients include ( 1 ) individuals who were scheduled at fiscal yearend for lump-sum payments and

(2) individuals who were beyond their normal retirement age but not receiving benefits.

***Less than 1500,000.
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Table 8: Liability for Pay-Status Recipients Valued by the Seriatim Method

Single-Employer Multiemployer

No. of Average Percent No. of Average Percent

Attained Benefit Monthly of Benefit Monthly of

Age Recipients Benefit Liability Liability Recipients Benefit Liability

(000.000)

Liability

(000,000)

Under 50 246 $190.80 $ 5 1% 3 $ 35.00 $** *%

50-54 537 355.32 20 2 -

55-59 2,060 362.27 75 8 9 156.50 **
1

60-64 6,722 324.66 217 24 66 144.74 1 6

65-69 9,785 263.71 233 26 291 126.58 3 19

70-74 10,130 250.78 205 23 351 168.05 5 29

75-79 6,514 229.72 101 11 534 99.73 4 21

80-84 3,092 176.18 29 3 646 67.05 2 15

85-89 1,156 165.72 8 1 420 57.18 1 7

Over 89 358 149.47 2 # 195 52.49 ## 2

Total 40,600 $260.43 $896 100% 2,515 $ 94.52 S17 100%

Note: Numbers may not add up to totals due to rounding.

#Less than 0.5%.

**Less than $500,000.

Table 9: Liability for Deferred Status Recipients Valued by the Seriatim Method

Single-Employer Multiemployer

No. of Average Percent No. of Average Percent

Attained Benefit Monthly of Benefit Monthly of

Age Recipients Benefit Liability Liability Recipients Benefit Liability

(000.000)

Liability

(000,000)

Under 40 618 $ 84.24 $ 1 2% — $ 0%

40-44 897 112.72 3 3 3 $ 43.67 #
1

45-49 1,303 132.06 6 7 1 67.00 # ##

50-54 2,305 124.74 14 17 10 58.08 # 5

55-59 2,699 128.72 23 27 14 97.86 0.1 16

60-64 2,855 119.50 32 37 29 98.16 0.2 44

Over 64 330 132.85 6 7 12 182.49 0.2 34

Total 11,007 $122.21 $86 100% 69 $104.13 $0.5 100%

Note: Numbers may not add up to totals due to rounding.

*Less than $50,000.

**Less than 0.5%.

38

&5»m



Table 10: Non-Seriatim Liability

(Dollars in millions)

Single-Employer Multiemployer

Percent Percent

of of

Plans Liability Liability Plans Liability Liability

Plans with final benefits

A. Large * 18 $ 668 22% $0 0%
B. Other 235 269 9 4 2 100

Subtotal 253 $937 31% 4 $2 100%

Plans with non-final

benefits

A. Large* 2 J## $1,635** 55% $0 0%
B. Other 402 403 14

Subtotal 433 $2,039 69% $0 0%

Total 686 $2,975*** 100% 4 $2 100%

Note: Numbers may not add up to totals due to rounding.

*Present value of guaranteed benefits of $10 million or more per plan at date of plan termination.

**Includes the non-seriatim portion of the liability for four very large plans valued by the hybrid method.

***Does not include Rettig Settlement liability.

Table 11: Distribution of the Non-Seriatim Liability by Recipient Status*

(Dollars in millions)

Single-Employe r Multiemploye r

Recipient

Status Liability

Percent

of Liability Liability

$1

1

###

Percent

of Liability

Pay-Status**

Active Vested

Terminated Vested

$1,408

1,227

340

$2,975****

47%
41

11

38%
54

8

Total 100% $2 100%

Note: Numbers may not add up to totals due to rounding.

*Status as of date of most recent actuarial valuation report (date of plan termination if benefits are final).

**The pay-status liability would be a larger proportion of the total liability except for the fact that this

liability for four very large plans was included in Table 7, while only the non-pay-status liability for

those large plans was included in Table 11.

***Less than $500,000.

****Does not include Rettig Settlement liability.
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Table 12: The Distribution of Steel Industry Plans Included in the Single-Employer Reserve

for Guaranteed Benefits

(Dollars in millions)

No. of

Plans Liability

Percent of

Single-Employer

Liability

A. Terminated Plans

1. Seriatim method

2. Hybrid plans

3. Non-Seriatim method

a. Plans with final benefits

b. Plans with non-final

benefits

Subtotal

B. Plans Pending Termination

(Non-Seriatim method)

Total

50

4

46

73

153

912

280

385

4%
23

10

173

10

$1,731

391

437o

10

183 $2,122 53%

Note: Numbers may not add up to totals due to rounding.

Reconciliation of Results

Table 13 reconciles the FY 1987 valuation with

the FY 1986 valuation. It shows that the principal

reasons for the $3,405 million decrease in the reserve

liability are: ( 1 ) the effect of restoring the three

major LTV plans ($3,372 million), and (2) the effect

of using higher interest rates ($163 million).
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Table 13: Reconciliation of Reserve for Guaranteed Benefits

(Dollars in millions)

Single-Employer Multiemployer*

1

.

a. Total FY 1986 Reserve for Guaranteed Benefits

b. less plans pending termination @ 9/30/86**

c. FY 1986 Reserve for Guaranteed Benefits

for Terminated Plans

2. Changes:

a. in interest assumption

b. in data

c. in method

d. Total

3. Expected interest and effect of experience

4. New terminations***

a. Increase in liability as of DOPT****

b. Effect of projections to fiscal yearend

c. FY 1987 liability

5. Benefits paid

6. Plans pending termination @ 9/30/87

7. Rettig liability

8. FY 1987 Reserve for Guaranteed Benefits

I.e. + 2.d. + 3 + 4.C -5 + 6 + 7

$7,384.7

4,038.2

,346.5

$3,980.9

$19.8

0.0

$19.8

(162.5) (0.5

(17.2) 1.1

0.5 0.0

$ (179.2) $ 0.6

$ 278.8 $ 1.8

172.7 0.0

(24.9) 0.0

$ 147.8 $ 0.0

300.2 3.3

663.1 0.0

24.1 0.0

$18.9

Note: Numbers may not add up to totals due to rounding.

*Pre-MPPAA terminations only.

**Includes $3,372 million for the three LTV plans restored in FY 1987.

***This item also eliminates plans that were included in last year's valuation but not in this year's valua-

tion because they either have been restored or are no longer expected to require PBGC trusteeship.

****Date of Plan Termination.

Statement of

Actuarial Opinion

It is my opinion that ( 1 ) the techniques and methodology used herein for evaluating the

Corporation's actuarial liability for the single-employer and multiemployer programs are

generally accepted within the actuarial profession and (2) the assumptions used and the

resulting liability totals are, in the aggregate, reasonable for the purpose of evaluating the

financial and actuarial status of the trust and revolving funds, and represent my best esti-

mate of the Corporation's anticipated benefits and their liabilities, taking into consideration

the experience, expectations, methodologies, and data available described herein.

Ronald Gebhardtsbauer, FSA, EA
ChiefActuary, PBGC
Member, American Society ofPension Actuaries

Member, American Academy ofActuaries
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I N A N C I A L TAT N T

Management Opini

Management's Review
of Changes in the

Statements of

Operations

PBGC management has prepared the accompany-

ing Statements of Financial Condition of the

Corporation as of September 30, 1987 and 1986,

and the related Statements of Operations and

Changes in Equity and Statements of Changes in

Financial Condition.

As discussed in Annual Reports for fiscal years

1981 through 1986, the General Accounting

Office (GAO) issued a disclaimer of opinion on

the PBGC Financial Statements for the year ended

September 30, 1980. The disclaimer was based

on ( 1 ) material accounting and estimating prob-

lems (primarily in estimating the liability for the

present value of guaranteed future benefits),

( 2 ) internal control problems, and ( 3 ) other fac-

tors beyond the Corporation's control. The GAO
did not assert that the liabilities reported for the

present value of guaranteed future benefits were

incorrect, but rather that the available data, upon

which they were based, were inadequate to provide

a reliable estimate. The GAO has since observed

that significant improvements had been made and

were continuing to be made.

In the opinion of management, the Financial

Statements present fairly the financial position

of the PBGC at September 30, 1987, and

September 30, 1986, and for the periods then

ended, in conformity with generally accepted

accounting principles and actuarial standards

applied on a consistent basis. Pending termina-

tions, multiemployer financial assistance, and

guaranteed benefits may have a material effect

on the financial results being reported. In addi-

tion, litigation and threatened litigation could

have a material negative impact on the financial

condition of the Corporation, although the PBGC
believes that its legal positions will be upheld by

the courts.

As a result of the aforementioned, these state-

ments are based, in part, upon informed judg-

ments and estimates for those transactions not

yet complete or for which the ultimate effects

cannot be precisely measured, and are subject to

the effects of litigation and threatened litigation.

December 23, 1987.

For the year ended September 30, 1987, PBGC
operations resulted in a gain of $2,301.5 million

compared to a loss of $2,483.1 million for

FY 1986. For FY 1987, the single-employer

program reported a gain of $2,277.9 million and

the multiemployer program reported a gain of

$23.6 million, as compared to a $2,501.1 million

loss and an $18.0 million gain, respectively,

reported for the prior period.

A substantial portion of the estimated net

claims for pending terminations reported for

FY 1986 related to three plans of one employer

that were restored in FY 1987. The restored

amount is treated as an infrequent event of

$1,814.5 million for FY 1987 (see Note 11).

During FY 1987, the PBGC's operations

resulted in a credit in the expense item of "losses

from plans terminated and plans pending termi-

nation." The credit was primarily due to: (1) no

new large terminated plans included in FY 1987

losses, ( 2 ) an unusually low number of new plans

terminating or expected to terminate, ( 3) a

determination that certain plans comprising

four percent of the value of pending claims

reported in FY 1986 should be eliminated from

that category since they are now not expected to

terminate, and (4) lower estimates on certain

plans that terminated or were pending termination

in prior periods. The largest new loss of any one

sponsor was for $36.4 million. The PBGC's loss

experience is highly sensitive to the absence or

presence of large claims.

Premium income increased from $216.1 mil-

lion in FY 1986 to $284.4 million in FY 1987.

The additional income resulted from an increase

in the single-employer premium rate that was

enacted in FY 1986 and from a previously sched-

uled increase in the multiemployer premium. Both

increases affected income in FY 1986, but had an

additional effect in FY 1987.

In the expense item of "losses from financial

assistance" under the multiemployer program,

the PBGC reports a credit of $9.1 million for

FY 1987 as compared to a charge of $5.7 million

for FY 1986. The credit resulted from eliminating

four plans from the reserve in FY 1987, adding

three new plans to the reserve, and changing the

estimate of the eventual assistance that will be

needed by plans now receiving assistance.

Actuarial charges decreased from $525.8 mil-

lion in FY 1986 to $89.3 million in FY 1987.

The reduced charge was caused primarily by an

increase in the immediate interest rate from

7.75 percent to 8.25 percent, while in the prior

year the rate decreased from 9.25 percent to

7.75 percent at the end of the year.
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Statements of Financial Condition

(Dollars in thousands)

Single-Employer

Fund

Multiemployer

Fund

September 30,

7 1986

Investments of revolving

funds and trusteed plans, at market

— Note 2

Cash

Premium income receivable— Note 7

Notes receivable— financial assistance,

net—Note 6

Contributions and employer liability

due from employers— Note 3

Trusteed plans

Plans pending trusteeship

Other receivables— Note 4

Investments of terminated plans

pending trusteeship, at market, net

-Note 2

Furniture and equipment, net of

accumulated depreciation— Note 1

1,728,387 $1,409,604 1106,294 $92,121

1,918 479 494 100

10,851 9,704 603 357

,834,681 $1,501,725

2,412 579

11,454 10,061

3,656 2,795 3,656

344,684 255,221

16,207 9,535

11,401 8,211

47,955 45,406 519 582 48,474

2,463

See Notes to Financial Statements,

The 1986 presentation has been reclassified to conform to the 1981 presentation.

2,795

1,139 1,861 345,823 257,082

314 16,521 9,535

61 50 11,462 8,261

45,988

2,623

,838,649
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Statements of Financial Condition

ollars in thousands)

Liabilities

Reserve for present value of

guaranteed future benefits —Note 5

Trusteed plans

Terminated plans pending

trusteeship

Estimated net claims for pending

terminations

Reserve for estimated future financial

assistance, net—Note 6

Unearned premium income—Note 7

Accounts payable and accrued

expenses— Note 8

Equity

Accumulated results of operations

—(deficit)

Commitments and contingencies

-Notes 3, 5,6,8, 10, 13, 14,

and 15

$3,164,400 $3,221,500

153,400 125,100

311,500 2,145,200

64,621 61,680

13,197

3,711,880 5,566,677

(1,548,505) (3,826,368)

H 8,000

900

18,450

37,350

6,074

45,207

68,364

$18,900

900

29,010

48,810

4,228

574

53,612

$3,182,400

154,300

311,500

18,450

3,666,650

70,695

19,742

3,757,087

$3,240,400

126,000

2,145,200

29,010

5,540,610

65,908

13,771

5,620,289

44,728 (1,480,141) (3,781,640)
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Statements of Operations and Changes in Equity

(Dollars in thousands) m
Single-Employer

Fund

Year Ended

September 30,

7 198

267,576 $ 201,433

261,172 261,652

463,085528,7<

(57,8

36,245 33,235

86,992 524,277

65,399 2,964,193

463,3$49 (2,501,108

4,514

2,277,863 (2,501,108)

Multiemployer

Fund

Year Ended

September 30,

87 1986

Revenues

Premium income including penalties

and interest— Note 7

Investment and other income— Note 9

Total

Expenses

Losses (gains) from plans terminated

and pending termination— Note 10

Losses from financial assistance

—Note 6

Administrative expenses

Actuarial charges (credits)— Note 5

Total

Results of operations— income (loss)

before infrequent event

Infrequent event arising from plan

restorations— Note 11

Results of operations— income (loss

Accumulated results of operations—

beginning of period— (loss)

Accumulated results of operations—

end of period— (loss)

See Notes to Financial Statemen,

The 1986presentation has been reclassified to conform to the 1987 presentation

$16,789

3,488

20.277

$14,688

14,034

28,722

134)

284,365 $ 216,121

264,660 275,686

491,807

(57,703) 2,406,547

(9,069)

39,507

89,305

62,040

486,985

1,814,514

2,301,499

5,677

36,877

525,815

2,974,916

(2,483,:109)

26,729

(2,483,109)

(3,781,64 (1,298,531)
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Statements of Changes in Financial Condition

(Dollars in thousands)

Sources o.Fuods from „,,,,,,

Results of operations— income (loss)

Infrequent event arising from plan

restorations

Charges to operations not affecting

cash and investments:

Depreciation

Present value of liabilities assumed

Actuarial charges (credits)

Increase (decrease) in reserve for

pending terminations

Increase in reserve for future

financial assistance

Increase (decrease) in unearned

premiums

Total funds provided by operations

Uses of Funds

Additions to furniture and equipment

Increase ( decrease ) in other assets

Increase (decrease) in other liabilities

Increase (decrease) in investments

not in trusteeship

Increase (decrease) in contributions

and employer liability due from

employers and multiemployer

financial assistance

Benefit payments

Total uses

Increase in cash and investments

of revolving funds and trusteed

plans

The 1986 presentation has been reclassified to conform to the 1981 presentation.

$ 463,349 $(2,501,108) $23,636 $17,999 $ 486,985 $(2,483,109)

1,814,514 1,814,514

443 890 110 215 553 1,105

184,441 1,099,780 135 (134) 184,576 1,099,646

86,992 524,277 2.313 1,538 89,305 525,815

(1,833,700) 1.681.200 (1,833,700) 1,681.200

(10,560) 3,910 (10,560) 3,910

45,032

718,980 873.599

266 361 127 40 393 401

4,337 (99) 257 (957) 4.594 (1,056)

(4.761) 2,754 (1.210) 342 (5,971) 3,096

2,549

96,135

300,23:

4,574

126,081

30,456

(63) 281 2,486 4,855

96.589 125,767

303,580 263.760

401,671 396.823
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ESS?

Notes To Financial Statements
September 30, 1987 and 1986

Note 1— Significant Accounting Policies

ERISA requires that the PBGC programs be self-

financing. The Corporation finances its opera-

tions through premiums collected from ongoing

covered plans, investment income, and the col-

lection of employer liability payments due under

ERISA as amended.

In addition, the PBGC may borrow up to

$100 million from the U.S. Treasury to finance

its operations. The Corporation did not use this

borrowing authority during the years ended

September 30, 1987, or September 30, 1986,

nor is use of this borrowing authority currently

planned.

ERISA provides that the U.S. Government is

not liable for any obligation or liability incurred

by the PBGC.

Revolving and Trust Funds: The revolving

and trust funds for each insurance program are

accounted for on an accrual basis. The revolving

and trust funds have been combined in the Finan-

cial Statements under the appropriate program.

Because the single-employer and multiemployer

programs are separate entities, gains from one

cannot be used to offset losses from the other.

Asset Valuation and Investment Income: Invest-

ments are recorded at fair market value. Receiv-

ables are recorded at estimated value at date

of maturity less an amount for future interest

accruals. Any realized or unrealized gain or loss

in the value of assets, after the date of plan ter-

mination, is included in investment income in

the accompanying Statements of Operations and

Changes in Equity (see Notes 2 and 9).

Premium Income Receivable and Unearned

Premium Income: Premium income receivable

represents the earned portion of a premium for

plans that have a plan year commencing before the

PBGC statement date but for which the premium
payment was not received by fiscal yearend.

Unearned premium income represents payments

received that cover the portion of plans' years

after the PBGC statement date (see Note 7 ).

Financial Assistance: Financial assistance is

recorded as a receivable, net of an allowance for

uncollectibility determined on a case-by-case basis.

If there is a determination that a multiemployer

plan will require future nonrecoverable financial

assistance and the amount is estimable, an accrual

is made to record the loss (see Note 6).

Present Value of Guaranteed Future Benefits : The.

reserve for present value of guaranteed future

benefits includes amounts for (1) trusteed plans,

(2) terminated plans pending trusteeship, and

( 3 ) estimated claims for pending terminations.

The latter are reported on a net basis and are

the expected loss attributable to plans that are

expected to terminate after fiscal yearend with

losses accruing to the Corporation.

Trusteed Plans and Terminated Plans Pending

Trusteeship: The reserve for present value of guar-

anteed future benefits represents the present value

of future payments of guaranteed benefits for plans

that have terminated as of the end of the fiscal

year, and for which the PBGC either is or expects

to become trustee.

After the date of plan termination, the reserve

is affected by benefits paid, accrual of interest due

to the passage of time, the write-off of amounts

not recoverable by the PBGC, changes in actuar-

ial assumptions, and other factors. The impact

of these adjustments is reported as an actuarial

charge (credit) in the Statements of Operations

and Changes in Equity.

EstimatedNet Claimsfor Pending Terminations:

This portion of the reserve includes estimates

of the losses, net of estimated employer liability,

from specific plans that terminated after the Cor-

poration's fiscal yearend, or that are expected to

terminate in the foreseeable future based on

( 1 ) the occurrence of a specific identifiable event

by yearend that has been brought to the Corpora-

tion's attention and ( 2 ) the expectation that either

one of the distress tests stipulated under SEPPAA
will be met or the Corporation itself will seek

termination of the plan (see Note 5).

Losses (Gains)from Plans Terminatedand Pend-

ing Termination: Amounts reported as losses from

plans terminated and pending termination on the

Statements of Operations and Changes in Equity

represent the difference between the present value
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of guaranteed future benefits assumed, or expected

to be assumed, less related plan assets and esti-

mated employer liability (see Notes 5 and 10).

Depreciation: Depreciation of the PBGC's furni-

ture and equipment is calculated on a straight-

line basis over the estimated useful lives of the

assets. The useful lives range from five to ten

years (see Note 12).

Routine maintenance and repairs are charged

to operations of the current period. Leasehold

improvements (the amounts of which are not

material) are charged to operations as incurred.

Retirement Plan: All permanent full-time and

part-time employees of the PBGC are covered by

a contributory retirement plan. The Corporation's

monthly contribution to the plan equals the

seven percent amount contributed by employees

hired before January 1, 1984, and 14 percent

minus the employee contribution (which for

FY 1986 and FY 1987 was 1.3 percent) for those

hired after December 31, 1983. In addition,

effective January 1, 1987, employees covered

by the Federal Employee Retirement System

(FERS) began receiving contributions under a

Thrift Savings Plan as limited by that Plan. The

retirement plan expenses for FY 1987 and

FY 1986 were $1,077,148 and $1,043,496,

respectively.

Full-time and part-time employees hired after

December 31, 1983, are covered by both Social

Security and FERS. Employees hired before

January 1, 1984, participate in the Civil Service

Retirement System, unless they elect to transfer

to FERS by December 31, 1987.

Note 2—Investments

Premium receipts are credited to the appropriate

revolving fund. For the period covered by this

report and to the extent that such funds exceed

current needs, the PBGC is required to invest

these funds in securities issued or guaranteed by

the U.S. Government.

The trust funds include assets the PBGC
acquires or expects to acquire from terminated

plans and employer liability. These assets, after

transfer to the custodian bank, are invested in

equity securities, fixed income securities, and

real estate.

The basis and types of investments carried at

market value in the Statements of Financial Con-

dition are shown in the tables following this note.

The basis indicated is cost, if the asset was

acquired after the date of plan termination,

or market value at date of plan termination, if

the asset was acquired as a result of a plan's

termination.

Investments of Revolving Funds and Trusteed Plans

(Dollars in thousands)

jovernment, Gove

agencies, and Government-

guaranteed securities

Common stock and other

equity securities

Commercial paper, certificates

of deposit, and other

short-term investments

Corporate bonds

Insurance contracts

Real estate

Mortgages

Obligations of foreign

governments

Accrued investment income

Investments of revolving

funds and trusteed plans
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$ 627,586 $ 623,616

757,932 981,188

61,136 61,136

46,154 44,752

52,262 47,655

60,076 65,431

269 273

,852

543,320 602,349

47,909

76,142

36,882

54,858

237

4,622

20,917

,370,868

47,909

80,432

36,882

58,006

263

5,115



Investments of Terminated Plans Pending Trusteeship

(Dollars in thousands)

Market

Value

U.S. Government, Government

agencies, and Government-

guaranteed securities $ 3,574 $ 3,574 $ 814 $ 904
Common stock and other

equity securities 16,661 16,716 2,144 2,383

Commercial paper, certificates

of deposit, and other

short-term investments 3,158 3,158 2,238 2,238

Corporate bonds 2,428 2,481 2,348 2,609

Insurance contracts 22,156 22,191 37,610 37,610

Real estate

Mortgages 17 17

Obligations of foreign

governments 92 102

Accrued investment income

Total investments fl>10,ZU.y $45,846

Cash 116

Other receivables 323 26

Total assets $48,532 $45,988

Liabilities

Investments of terminated plans

pending trusteeship— net 15,988

Note 3—Contributions and Employer
Liability Due from Employers

Employer liability represents the amount due from

sponsors of terminated plans for which the PBGC
either has assumed or expects to assume trustee-

ship. Contributions represent the amounts due

from sponsors of terminated plans for contribu-

tions due but unpaid prior to termination. Both

are recognized as receivables as of the date of

plan termination.

The amounts reported are based either on formal

agreements between the PBGC and appropriate

parties or on estimates. Some of the agreements

provide for contingent payments based on future

profits of the debtors. Any such future amount
realized will be reported in the period in which it

accrues or is paid.
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Note 4—Other Receivables

The Corporation's other receivable items for

revolving funds and trusteed plans are shown in

the following table:

Other Receivables

(Dollars in thousands)

jtember

1986

Due from sale

of securities

Installments due

from insurance

companies

Miscellaneous

Other receivables

$ 9,604 $6,495

•'•'. •v
--

v
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Note 5 —Reserve for Present Value of

Guaranteed Future Benefits and Estimated

Net Claims for Pending Terminations

Trusteed Plans and Terminated Plans Pending

Trusteeship: The reserve for present value of

guaranteed future benefits is computed using the

actuarial assumptions prescribed in the PBGC's

Valuation of Plan Benefits Regulation (29 CFR
2619). The interest rate used reflects market con-

ditions on September 30 of the applicable year.

A significant portion of the reserve is based upon

estimated liability because, in many cases, the

PBGC has not yet made a final benefit determina-

tion. Changes in these estimates are reflected in

the fiscal year in which the benefits are actuarially

determined or reestimated by the PBGC. For fiscal

yearend values, this estimation technique includes

changes in interest rates assumed, benefit pay-

outs subsequent to the valuation date, mortality,

interest accumulation on liabilities, and changes

in available data.

In FY 1987, the reserve was calculated on an

individual participant basis for most plans with

final benefits determined and paid directly by the

PBGC and, in the case of certain large plans, for

participants in pay status. See the discussion on

valuation methods in the Actuarial Report.

The immediate interest rate used in the actuar-

ial assumptions increased to 8.25 percent as of

September 30, 1987, from 7.75 percent as of

September 30, 1986, for participants in pay

status. Comparable changes were made in the

rates used to value deferred annuities.

Estimated Net Claimsfor Pending Terminations:

This amount represents the estimated present

value of future guaranteed benefits to be assumed

less the estimated value of related plan assets and

estimated employer liability of specific plans that

are expected to terminate in the foreseeable future.

Factors that are presently not fully determin-

able may be responsible for actual experience

differing from the estimates used. These estimates

have been prepared for financial statement pur-

poses only, and should not be relied upon for other

purposes. For FY 1987, they were adjusted to

the expected dates of termination. For FY 1986,

they were adjusted to a hypothetical

September 30, 1986, valuation date. The

following table details the components that make

up these estimated losses:

imated Net Claims for

Pending Terminations

(Dollars in thousands)

198

September 30,

1986

$663,086 $4,038,155

351,586 1,892,955

Estimati

value of

guaranteed

benefits

Less:

Estimated plan

assets available

and recoveries

from employers

Estimated net claims

for pending

terminations

A number of large-plan sponsors are experi-

encing financial difficulties that could result

in terminations affecting the PBGC's financial

condition. No provision has been made in the

Financial Statements for the possible termination

of these plans because the likelihood of these

liabilities occurring cannot be estimated with

sufficient reliability.

Note 6— Reserve for Estimated Future

Financial Assistance and Losses from

Financial Assistance

The reserve for estimated future financial assis-

tance is for nonrecoverable future payments the

PBGC expects to make to multiemployer plans

that have notified the Corporation of their finan-

cial difficulties.

The reserve is the difference between the pres-

ent value of guaranteed future benefits and the

market value of plan assets of those plans that

are expected to require future nonrecoverable

financial assistance. Assets include both the plan

assets as of September 30, 1987, and the pres-

ent value of additional amounts expected to be

paid by plan sponsors.

The losses from financial assistance are provi-

sions for estimated future financial assistance

and the write-off of nonrecoverable current

financial assistance.

Plans presently receiving financial assistance

are analyzed to determine if advances are recover-

able. If advances are deemed uncollectible, losses

are recorded. Also, if losses of the plans requiring

future financial assistance are both probable and

estimable, those losses are recorded (Tables p. 54).

52



Analysis of the Reserve for Present Value of Guaranteed Future Benefits for the Years

Ended September 30, 1987, and September 30, 1986

(Dollars in millions)

ingle-Emplo

'/3

(credits)

Expected

interest and

effect of expe-

rience results $ 278.8

Change in

interest rate

used to value

benefits

Change in data

and methods

Total actuarial

charges

(credits) per

Statements of

Operations and

Changes in

Equity

Increase during

year attribut-

able to net

benefits guar-

anteed and

in pending

terminations

Decrease due to

restoration

Benefits paid

Net increase

(decrease)

Balance at

beginning of

year

Balance at end

of year

165.2

(1,814.5)

(300.2)

2,781.0 0.1 (0.1) 165.3 2,780.9

(1,814.5)

(303.5) (263.8)

(1,863.4) 3,042.9

5,511.6 2,468.7
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Notes Receivable— Financial Assistance, Net

(Dollars in thousands)

Financial assistance advanced during tb

Less: Principal payments received

Plus: Interest accrued during the year and not paid

Sub-total

Balance of notes receivable plus accrued interest, net at

beginning of year

Balance of notes receivable plus accrued interest, net at

end of year

Reserve for uncollectible amounts

Notes receivable, financial assistance, net

Reserve for Present Value of Estimated Future Financial Assistance and Losses

from Financial Assistance

(Dollars in thousands)

September 30,

1987 1986

September
i

Changes in rese:

Losses (gains) from financial assistance

Financial assistance granted during the year

(previously accrued)

Balance of estimated future financial assistance at

beginning of year

Balance of estimated future financial assistance at

end of year $18,450 $29,010

Note 7—Premium Income

Effective January 1, 1985, the PBGC reqi

plans with 10,000 or more participants to pay

estimated premiums by the end of the second full

month after the beginning of their plan year. Effec-

tive January 1, 1986, the PBGC extended this

requirement to plans with 500 or more partici-

pants. Plans with fewer than 500 participants have

until the end of the seventh full month after the

beginning of their plan year to pay their pre-

miums. This accelerated premium collection

affects the premium income receivable and

unearned premium income as follows:

1. For plans required to pay by the end of

the second full month of their plan year, a

receivable for premium income earned but

not received by yearend will normally be asso-

ciated with plan years that begin between

August 2 and September 30, and unearned

premium income will normally be recorded

for plan years beginning between October 2

and the subsequent August 1 to reflect

premiums received but not yet earned.

2. For other plans, a receivable for premium

income earned but not received by yearend

will normally be associated with plan

years that begin between March 2 and

September 30, and unearned premium

income will normally be recorded for plan

years beginning between October 2 and the

subsequent March 1 to reflect premiums

received but not yet earned.

ERISA provides that the PBGC shall continue

to guarantee basic benefits despite the failure of

a plan administrator to pay premiums when due.

The PBGC assesses a substantial penalty for late

payment. In addition, interest is chargeable for
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late payment as well as underpayment of premi-

ums. All of these items, less refunds, are included

in premium income.

SEPPAA increased the single-employer

premium from $2.60 to $8.50 per participant

per year, effective for plan years beginning on

or after January 1, 1986.

MPPAA revised the multiemployer premium

schedule, as detailed in the following table:

Multiemployer Premium Schedule

Plan Years Commencing Premium Rate

9/27/84-9/26/86

9/27/86-9/26/88

9/27/88 and after

Investment and Other Income

(Dollars in thousands

Note 8—Accounts Payable anc

Accrued Expenses

The following table itemizes accrued expenses

and other liabilities reported in the accompany-

ing Statements of Financial Condition:

Accounts Payable and Accrued Expenses

(Dollars in thousands)

September 30,

1987 19

securities $ 7,050

Annual leave 1,150

Accrued expenses 1 1,541

Accounts payable and

accrued expenses $19,742

$ 6,940

1,151

$13,771

No accrual of accumulated unused sick leave

is recorded because employees do not have a

formal vested interest in such leave. At retire-

ment, accumulated unused sick leave pertains

only to retirement benefits payable under the

Civil Service Retirement System. No amounts

are paid unless sick leave is used. There is no

similar provision under FERS.

Note 9— Investment and

The following table itemizes investment and other

income reported in the Statements of Operations

and Changes in Equity:

September 30,

1987 1986

Interest, dividends,

and other income

Realized and

unrealized gains

and losses

Investment and

other income

$ 87,878

$264,660

$ 89,152

186,534

$275,686

Note 10— Losses (Gains) from Plans

Terminated and Pending Termination

Amounts reported as losses represent the differ-

ence between the present value of guaranteed

future benefits assumed and both related plan

assets and employer liability. The following table

details the components that make up the losses:

Losses (Gains) from Plans Terminated and

Pending Termination

(Dollars in thousands)

September 30,

1986

Plans Terminated:

Present value of

guaranteed benefits

assumed

Less: plan assets

acquired

Plan asset

insufficiency

Less: estimated

recoveries from

employers

Subtotal

Changes in provision

for pending

terminations

Losses (gains) from

plans terminated

and pending

termination

$184,576 $1,099,646

9,331

47,848

(38,517)

859,242

53,895

>5,347
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Note 11— Infrequent Event Arising from Plan

Restorations

During FY 1987, three plans of one sponsor were

restored in accordance with section 4047 of

ERISA. The losses attributable to these plans were

reported as losses from plans terminated and plans

pending termination in the FY 1986 Statements

of Operations and Changes in Equity, in the

amount of $1,814.5 million, and as "estimated

net claims for pending terminations," for the same

amount, on the Statements of Financial Condition.

The first and third chapters of this report, enti-

tled "Promises at Risk" and "Legal Activities,"

provide the details on the restorations.

Note 12— Depreciation

The following table shows the cost of furniture

and equipment and related accumulated

depreciation:

Furniture and Equipment—Net

(Dollars in thousands)

Furniture, equipmei

leasehold improve-

ments, and software

purchased at cost

Accumulated

depreciation and

amortization

Furniture and

equipment— net

September 30,

987 1986

(3,656) (3,103)

Note 13— Pending Litigati

Currently pending litigation could havi

cant financial implications for the single-employer

and multiemployer programs. Cases involve such

issues as whether certain individuals or groups of

individuals were wrongly denied benefits.

In addition, the issues raised in the LTV Cor-

poration, Wheeling-Pittsburgh, Wisconsin Steel,

Century Brass, Rettig, Kaiser Steel, Eastmet

Corporation, and Sharon Steel cases, and the

multiemployer litigation also may have signifi-

cant financial implications. See this report's chap-

ter on "Legal Activities" for further discussion of

litigation issues.

Although management and counsel believe that

the PBGC's position in these matters will be

upheld by the courts, neither can predict the final

outcome of this litigation. The ultimate resolu-

tion of these legal matters, however, may have a

material impact on the financial condition of the

Corporation and the results of operations as

reported in the Financial Statements.

Note 14—Commitments
The PBGC leases its office fac

mitment that expires on December 31, 1993.

Annual payments during the period October 1,

1987, to December 31, 1993, are expected to

average $2,943,000.

Note 15—Subsequent Evei

Legislation Affecting Future Premium Income:

Subsequent to yearend, the President signed leg-

islation passed by Congress increasing the annual

premium income of the Corporation by an esti-

mated $400 million per year when fully imple-

mented. The increase applies to single-employer

plans only and is effective for plan years begin-

ning on or after January 1 , 1988. See the chapter

entitled "Promises at Risk" for other features of

this legislation.
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Org N I A T I O N

Management Initiatives in 1987

The PBGC restructured the Office of the Execu-

tive Director, establishing two deputy positions

to provide institutional stability. The Principal

Deputy Executive Director is responsible for

assisting the Executive Director on legislative

and policy matters and serves as the PBGCs Chief

Negotiator on plan termination and related

matters. The Deputy Executive Director for

Management and Operations and Chief Operat-

ing Officer is responsible for the operations of

the Corporation.

In addition, the PBGC improved management

of the Corporation's legal activities by realigning

all related legal and regulations-drafting functions

in a newly named Office of the General Counsel.

During the fiscal year, the PBGC also contin-

ued to strengthen its automated data processing

(ADP) capabilities by upgrading its inhouse data

processing facilities and streamlining management

of internal information resources.

Board of Directors

Ann McLaughlin, Chairman

Secretary ofLabor

James A. Baker, III

Secretary of Treasury

C. William Verity

Secretary of Commerce

Management
Kathleen P. Utgoff

Executive Director

Royal S. Dellinger

Principal Deputy Executive Director

Joseph A. Vasquez. Jr.

Deputy Executive Director and

Chief Operating Officer

Corporate Departments

Communications and Public Affairs Department

Judith E. Bekelman. Director

Corporate Budget Department

Henry R. Thompson. Director

Corporate Policy and Research Department

Richard A. Ippolito. Acting Director and

Chief Economist

Financial Operations Department

Lawrence Maslan. Director

Human Resources and Support

Services Department

Robert E. Geiger. Director

Information Resources Management Department

Janet L. Barnes. Director

Insurance Operations Department

William M. DeHarde, Director

Internal Audit Department

Wayne R. Poll, Director

Office of the General Counsel

Gary M. Ford, General Counsel

Participant and Employer Appeals Department

Charles E. Skopic, Director

The PBGC Advisory Committee
Appointed by the President of the United States

Representing the Interests of the

General Public

Mr. Roger F. Martin, Committee Chairman*

Senior Vice President

MGIC Investment Corporation

Milwaukee, Wisconsin

Mr. Joseph Geronimo, Vice President*

Bankers Trust Company

Jersey City, New Jersey

Mr. John F. Hotchkis, Partner

Hotchkis & Wiley

Los Angeles, California

Representing the Interests of Employers

Mr. Murray P. Hayutin, President

Reichart-Silversmith, Inc.

Denver, Colorado

Mr. Ralph J. Wood. Jr.

Gerivood, Inc.

Flossmoor, Illinois

Representing the Interests of

Employee Organizations

Mr. Perry Joseph, Business Manager*

Carpet, Linoleum. Hardwood & Resilient Tile

Layers'Local Union No. 1310, AFL-CIO
St. Louis, Missouri

Mr. Eugene B. Burroughs, CFA, Senior Advisor

The Prudential Asset Management Company. Inc.

San Diego, California

*Terms expired on February 19, 1987. After the end of the

fiscal year, the President reappointed Mr. Joseph and appointed

new members Myron J. Mintz and Richard M. Prosten. The

President also designated Mr. Hayutin to be the new Chairman.
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Single-Employer Fund

(Dollars in millions)

Year Ended September 30,

1987 1986 1985 1984 1983 1982 1981 1980

Total assets $2,163.4 $1,740.3 $1,154.6 $1,063.3 $1,084.9 $ 772.8 $ 467.4 $ 429.5

Reserve for guaranteed benefits 3,629.3 5,491.8 2,447.0 1,496.6 1,570.0 1,076.0 637.0 506.0

Accumulated results of operations ( loss )

—
end of period (1,548.5) (3,826.4) (1,325.3) (462.0) (523.3) (332.8) (188.8) (94.6)

Premium income 267.6 201.4 81.7 80.5 81.5 79.6 75.0 71.2

Investment and other income 261.2 261.7 129.3 29.7 188.3 96.2 (5.4) 22.3

Actuarial charges (credits) 87.0 524.3 383.2 (23.2) 265.7 92.7 2.5 (4.4)

Losses (gains) from plans terminated and

pending termination (57.8) 2,406.7 657.9 41.7 167.4 202.9 140.6 26.3

Benefit payments 300.2 260.5 170.2 169.3 136.6 94.2 56.8 36.7

Administrative expenses 36.2 33.2 33.2 30.3 27.2 24.2 20.6 19.8

Infrequent event 1,814.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Income over (under) expenses 2,277.9 (2.501.1) (863.3) 61.3 (190.5) (144.0) (94.2) 51.8

Investments— revolving funds and trusteed

plans 1,728.4 1,409.6 953.6 831.9 759.1 538.1 353.5 294.1

Number of participants in terminated pi

receiving benefits at end of the year

ans

109.700 90,750 74,800 64,700 55,400 50,900 36,400 28,000

Multiemployer Fund

(Dollars in millions)

Year Ended September 30.

1987 1986 1985 1984 1983 1982 1981 1980

Total assets $113.6 $98.3 $78.4 $60.8 $52.4 $40.3 $28.0 $21.1

Reserve for guaranteed benefits 18.9 19.8 21.7 22.0 25.0 26.8 27.0 28.7

Reserve for future financial assistance 18.5 29.0 25.1 19.4 19.0 0.0 0.0 0.0

Accumulated results of operations (loss)—end

of period 68.4 44.7 26.7 17.2 6.0 11.1 (1.3) (8.5

Financial assistance outstanding— net 3.7 2.8 2.2 1.5 0.9 0.3 0.3 0.0

Premium income 16.8 14.7 14.2 12.2 12.8 12.8 11.7 4.5

Investment and other income 3.5 14.0 9.1 3.4 6.8 5.5 (0.1) 1.8

Actuarial charges (credits) 2.3 1.5 3.2 1.1 2.0 3.4 0.4 1.0

Losses (gains) from plans terminated and

pending termination 0.1 (0.1) 0.0 (0.4) 0.3 (0.6) 1.6 0.9

Losses from financial assistance (9.1) 5.7 6.4 0.6 19.1 0.0 0.0 0.0

Benefit payments 3.3 3.3 3.5 3.6 3.8 4.5 4.3 3.9

Administrative expenses 3.3 3.6 4.2 3.0 3.2 3.2 2.3 2.1

Income over (under) expenses 23.6 18.0 9.5 11.2 (5.1) 12.3 7.3 2.4

Investments— revolving funds and trusteed

plans 106.3 92.1 71.5 53.0 45.4 34.0 22.2 17.7

Number of participants receiving benefits

at end of the year

Number of plans that received financial

assistance

Number of participants in plans receiving

financial assistance

Number of participants receiving benefit

payments in plans receiving financial

assistance

2,800

6

10,800

8,400

3,250

5

12,000

8,500

3,100

3

11,800

8,500

3,400

2

11,800

8,500

3,500

2

12,700

9,300

3,800 4,000

13,000 13,600

9,600 10,100

4,100

Note: Financial Statements appear on pp. 43 through 56.
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Pension Benefit Guaranty Corporation

HIGHLIGHTS

Htt Return or renew all Library Material.! The Minimum Fee tor

:h Lott Book is $50.00.

ie person charging this materia! is responsible for

refurn to the library from wh.ch it was w.thdrawn

, or before the Latest Date stamped below.

renew call Telephone Center, 333-8400

JIVERSITY
™ """"'* LIBRARY AT URBANA-CHAMPAIGN^

L161—O-1096

The PBGC protects some 31 million American workers and
retirees in about 105,000 single-employer pension plans and another

8.3 million participants in some 2,300 multiemployer pension plans.

In FY 1988, the PBGC became trustee of 104 pension plans,

bringing the PBGC's total plans to 1,476.

Plan terminations continued at about the same pace as last

year with nearly 11,000 termination notices filed.

Landmark pension reforms brought stability to the single-

employer program's financial condition. The multiemployer
program, already solvent, continued to improve and revenues

again exceeded expenses.

With a new variable-rate premium in effect part of the year,

the PBGC's premium revenues increased by nearly 70 percent,

reaching a total of $481.7 million.

The PBGC paid $324.7 million in benefits to almost 113,000

participants and is obligated to pay another 104,000 people when
they become eligible for benefit payments in the future. Three LTV
plans in litigation, which are not included, have about 61,000 addi-

tional retirees receiving approximately $332.3 million in benefits

annually and about 30,000 other participants.

Single-Employer and Multiemployer Programs Combined
Dollars in millions)

\t Fiscal Yearend FY 1987 FY 1988

Vssets $2,276.9 $2,551.7

labilities $3,757.1 $4,002.9

Accumulated Deficit $(1,480.1) $(1,451.3)

accumulated Number of Plans

(trusteed, pending trusteeship,

and pending termination) 1,415 1,476

'otal Number of Participants

Owed Guaranteed Benefits* 217,000 217,000

umber of Participants Being Paid* 112,500 112,800

For the Fiscal Year FY 1987 FY 1988

Premium Income $284.4 $481.7

Investment and Other Income $264.7 $11.7

Results of Operations (loss) $2,301.5 $28.9

Benefits Paid $303.6 $324.7

Number of Plans Trusteed 60 104

'Population size remained stable primarily because certain large plans pending termination

in FY 1987 did not terminate. . ...

Hie Library of the

AUG 2 1 1990

University of Illinois

r t iirh?na-Champaign
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Pension Benefit Guaranty Corporation

HIGHLIGHTS

ssets and Liabilities

dollars in millions)
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The PBGC protects some 31 million American workers and

retirees in about 105,000 single-employer pension plans and another

8.3 million participants in some 2,300 multiemployer pension plans.

In FY 1988, the PBGC became trustee of 104 pension plans,

bringing the PBGC's total plans to 1,476.

Plan terminations continued at about the same pace as last

year with nearly 11,000 termination notices filed.

Landmark pension reforms brought stability to the single-

employer program's financial condition. The multiemployer
program, already solvent, continued to improve and revenues

again exceeded expenses.

With a new variable-rate premium in effect part ot the year,

the PBGC's premium revenues increased by nearly 70 percent,

reaching a total of $481.7 million.

The PBGC paid $324.7 million in benefits to almost 113,000

participants and is obligated to pay another 104,000 people when
they become eligible for benefit payments in the future. Three LTV
plans in litigation, which are not included, have about 61,000 addi-

tional retirees receiving approximately $332.3 million in benefits

annually and about 30,000 other participants.

Single-Employer and Multiemployer Programs Combined
(Dollars in millions

j

At Fiscal Yearend FY 1987 FY 1988

Fiscal Year

Assets

Liabilities

Accumulated Deficit

Accumulated Number of Plans

(trusteed, pending trusteeship,

and pending termination)

Total Number of Participants

Owed Guaranteed Benefits*

Number of Participants Being Paid*

$2,276.9

$3,757.1

$11,480.1)

1,415

217,000

112,500

$2,551.7

$4,002.9

$(1,451.3)

1,476

217,000

112,800

For the Fiscal Year FY 1987 FY 1988

Premium Income
Investment and Other Income
Results of Operations (loss)

Benefits Paid

Number of Plans Trusteed

$284.4

$264.7

$2,301.5

$303.6

60

11.7

$11.7

$28.9

$324.7

104

'Population size remained stable primarily because certain large plans pending termination

in FY 1987 did not terminate. . ,.„
The Library of the

AUG 2 1 19S0

University of Illinois

st lirh?na-Champaign



^B^ Pension Benefit Guaranty Corporation
2020 K Street, N.W.. Washington, D C 20006-1860

The President

The White House
Washington, D.C. 20500

The Honorable Dan Quayle
President of the Senate

Washington, D.C. 20510

The Honorable Jim Wright

Speaker of the House of Representatives

Washington, D.C. 20515

Gentlemen:

We are pleased to submit the 14th Annual Report of the Pension

Benefit Guaranty Corporation (PBGC) as required by the

Employee Retirement Income Security Act of 1974. This report

includes the Corporation's financial statements as of

September 30, 1988.

During Fiscal Year 1988, the PBGC worked to make pensions

more secure by implementing the landmark pension reforms

enacted in December 1987 and vigorously contesting efforts by

some employers to misuse the pension insurance program.

Tighter restrictions on pension plan termination and increased

revenues from a new premium structure brought stability to the

PBGC's financial condition. The PBGC expects to be able to

reduce its deficit over time in the absence of further catastrophic

losses. With the reforms, defined benefit plans remain the most

secure means of satisfying the retirement expectations of millions

of American workers.

Sincerely yours,

MR^iJ£e^
Elizabejth Dole

Secretary of Labor

Chairman of the Board

Kathleen P. Utgoff

Executive Director
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MAKING
THE
PROMISE
WORK

For nearly 40 million Americans, the Pension Benefit Guaranty

Corporation (PBGC) provides assurance that their retirement

benefits are safe now and for the future.

As administrator of the federal pension insurance system, the

PBGC protects the pensions of participants in certain private sector

defined benefit pension plans — those that promise to pay specified

benefits based on such factors as age, service, or salary.

The PBGC maintains two insurance programs. One program

guarantees payment of retirement benefits by the PBGC if an

underfunded single-employer plan fails; the other provides financial

assistance to insolvent multiemployer plans to guarantee their con-

tinued payment of retirement benefits. The programs are funded

and operated separately.

In Fiscal Year 1988, the PBGC worked to make the pension

promise secure by:

implementing recent landmark legislation;

vigorously contesting efforts of some employers to misuse the

federal pension insurance system;

identifying factors adversely affecting defined benefit pension

plans, and

initiating changes to improve its operations and services to

participants.



Protecting Against Abuse

The most important litigation in the PBGC's history continued

over the PBGC's restoration of three pension plans of LTV Steel

Company, Inc., a subsidiary of The LTV Corporation.

The PBGC terminated and trusteed the three pension plans in

January 1987 after LTV, in Chapter 11 bankruptcy, stopped con-

tributing to the plans and informed the PBGC that it could not

and would not fund them. Subsequently, LTV established and

began funding new pension arrangements. These follow-on pen-

sion plans abused the pension insurance system by using the

PBGC's guarantee of benefits to subsidize an ongoing retirement

program. During this period, the company's financial condition

also improved dramatically. Based on these circumstances, on

September 22, 1987, the PBGC exercised its authority under the

Employee Retirement Income Security Act (ERISA) to restore the

three terminated plans to full active operation by LTV.

When LTV refused to comply, the PBGC asked the U.S. District

Court for the Southern District of New York to enforce the

restoration and order LTV to assume full responsibility for the

plans, including the payment of all promised pension benefits. The

district court heard the PBGC's case together with LTV's argu-

ment that restoration violated bankruptcy law.

In June 1988, the district court upheld the PBGC's authority to

restore pension plans to companies in bankruptcy. At the same

time, the court reversed the PBGC's restoration of the three LTV
plans, ruling that follow-on plans do not constitute an abuse and

may not be used as the basis for restoration. The court also ruled

that LTV's financial improvement was not a sufficient basis for

restoration unless the PBGC could establish that LTV could fully

fund the plans over the long term.



The PBGC appealed to the U.S. Court of Appeals for the Second

Circuit to overrule the district court and uphold the PBGC's policy

on follow-on plans and its restoration decision. The PBGC based its

appeal on the abusive follow-on plans and argued that no further

factfinding is needed to show that LTV's financial condition war-

rants restoration of the pension plans. The PBGC now awaits the

court's decision.

The PBGC generally does not object to pension arrangements that

provide benefits based on service after a plan terminates. It has,

however, long opposed arrangements that result in a de facto con-

tinuation of the same plan. A new pension arrangement that, in

combination with the guaranteed benefits paid by the PBGC, pro-

vides substantially the same benefits as those provided under the

original plan violates Title IV of ERISA. Such an arrangement effec-

tively continues the terminated plan, but with the PBGC paying

much of the cost. The PBGC maintains that LTV's replacement

arrangements fall into this prohibited area.

The LTV case holds great significance for the future of the federal

pension insurance program. If the PBGC were to allow follow-on

plans such as LTV's, participants would receive benefits as if no

termination had occurred while the employer transfers much of its

funding responsibility to the PBGC. This would create a powerful

inducement for companies to terminate underfunded plans.

The consequence would be to divert the PBGC's resources from

serving present and future retirees to subsidizing companies in

reorganization and their creditors. Such a precedent would

endanger the PBGC's ability to guarantee the retirement benefits

of American workers.



Stemming A Financial Crisis

In recent years, the PBGC's rising deficit has threatened the

single-employer insurance program. Terminations of several large

underfunded plans and serious flaws in the premium structure con-

tributed to the problem. Although it is a federal agency, the PBGC
receives no funding from general revenues. It derives its income

from premiums paid by insured plans, amounts recovered from

employers whose underfunded pension plans have been terminated,

and investment income earned on its assets.

ERISA originally required the PBGC to charge every insured plan

the same premium rate, regardless of funding status or other

characteristics. Employers that properly funded their plans paid the

same premium per participant as employers that grossly underfund-

ed their plans by millions of dollars. In addition to this basic ineq-

uity, the original premium structure failed to provide enough

revenues to cover the growing claims against the insurance

program.

During FY 1988, the Administration and the Congress undertook

a concerted effort to reform the PBGC's financing and pension

funding in general. The Pension Protection Act, signed into law by

President Reagan on December 22, 1987, substantially improved

the funding standards for single-employer pension plans and the

PBGC's premium structure and tightened the rules for terminating

underfunded pension plans.

Variable-Rate Premium. The Pension Protection Act provided

both an increase in the flat-rate premium paid by all single-

employer plans — from $8.50 to $16 per participant — and a new
variable charge up to $34 per participant based on the amount of a

plan's unfunded vested benefits. The new premium structure pro-

vides the PBGC with needed revenues while charging employers

who sponsor underfunded plans more than those who properly

fund their plans.

Funding Reforms. The Pension Protection Act improved pen-

sion funding requirements. Companies with underfunded plans

must now fund their liabilities more quickly by increasing con-

tributions. The reforms put teeth into the new funding standards by

entitling plans to automatically place a lien against employer assets

if an employer owes more than $1 million in unpaid contributions.

In addition, fewer waivers will be permitted and then only if the

employer's entire controlled group can demonstrate business hard-

ship that is both substantial and temporary.

Distress Terminations. Companies that are able to fund their

pension obligations now will find it more difficult to shift those

obligations to the PBGC. Before a bankrupt company can terminate

an underfunded pension plan, a bankruptcy court must now find

that, without the termination, the company would be unable to pay

its debts and successfully reorganize. Previously, there was no

express statutory standard for the courts to follow.

Employers' Obligation. Employers now are liable upon plan

termination for all benefits under the plan, not just vested benefits.

If an underfunded plan must be terminated, the employer will be

liable to the PBGC for the full amount of any unfunded benefits.



The new law also provides that, in a distress termination, par-

ticipants will receive some benefits beyond those guaranteed by the

PBGC or paid by plan assets, depending on PBGC recoveries of the

plan's under/funding.

Guidance. The PBGC placed priority in FY 1988 on implement-

ing the new single-employer premium structure. The new variable

charge made computing the premium more complex and plan ad-

ministrators needed immediate guidance for their 1988 premium
payments. The PBGC responded by informing plan administrators

and practitioners early that payment deadlines would be extended

in 1988 and then quickly developing and issuing the necessary

specific guidance.

Throughout this process, the PBGC recognized the need for

special flexibility to prevent unreasonable administrative burdens

and costs, especially for smaller plans. To reduce burdens, the

PBGC offered both a general method and a simpler alternative for

calculating the variable-rate charge. The PBGC also decided to

accept actuarial certifications in lieu of a full valuation of

unfunded vested benefits under certain circumstances.

Increased Revenues. Although the premium increase and new
variable charge were effective for only part of FY 1988, the PBGC's

premium revenues still increased by about $197 million over its

revenues in FY 1987. It expects the premium increase to result in

about $380 million of additional revenues for the full year in

FY 1989. Total revenues are expected to reach approximately

$700 million annually for the next decade.

The new premium should allow the PBGC to make all anticipated

benefit payments and begin reducing its deficit in the absence of

any new large claims.

The PBGC's single-employer program deficit now stands at more
than $1.5 billion, essentially equal to its deficit at the end of

FY 1987. Depending on the outcome of the LTV litigation, the

deficit could double. If the LTV plans are not restored, another

$2.2 billion would be added to the PBGC's deficit, as explained in

Note 10 of the Financial Statements, offset by any recoveries to

which the PBGC may be entitled.



Emerging Issues

Trends that could adversely affect the PBGC's insurance pro-

grams, particularly the single-employer program and its substantial

operating deficit, became evident during FY 1988. For example,

employers' provision of shutdown benefits and other contingent

benefits may pose an unacceptable risk to the PBGC's program.

Such benefits place an inappropriate burden on premium payers

because, in contrast to other pension benefits, they are not pre-

funded.

Steady termination of well-funded plans is also a troubling trend

because of its potential to lead to a decline in the insurance pro-

gram's premium revenues without a commensurate reduction in

the PBGC's exposure.

Defined Benefit Debate. Throughout the 1980's, a growing

debate has raised concerns that defined benefit plans are no longer

the most suitable means of providing retirement income. A com-

mon complaint is that defined benefit plans are subject to excessive

administrative burdens and operating constraints. Employers and

pension practitioners also have expressed distress over the frequent

changes in pension and tax law in recent years and uncertainty

over future changes. More and more, defined contribution plans are

seen as more responsive than defined benefit plans to the needs of

particular sponsors and groups of participants. Small employers, in

particular, have been turning increasingly to other methods of pro-

viding retirement income for their employees.

Asset Reversions. The continuing debate over asset reversions

also threatens to undermine use of defined benefit plans. Surplus

assets sometimes exist in a defined benefit plan because tax law has

provided incentives for employers to responsibly fund their

liabilities. Actions that would restrict employers' recoveries of

surplus assets, ironically, could discourage proper pre-funding of

benefits, leaving plan participants and the PBGC exposed to greater

losses.

First Steps. During FY 1988, the PBGC and the Employee

Benefit Research Institute took the first step toward addressing the

issues involving defined benefit plans by co-sponsoring a roundtable

discussion by business, academic and professional experts in

employee benefits. The purpose was to encourage an exchange of

views and dialogue on the outlook for defined benefit plans.

In seeking this exchange, the PBGC was guided by its belief that

defined benefit plans continue to offer considerable advantages over

other types of retirement plans. This form of plan was created to

meet various needs of employers and employees alike — for exam-

ple, workforce stability and predictable retirement income. The

defined benefit plan continues to provide employees with protec-

tion against the uncertainty and volatility of investment risk

associated with defined contribution plans, and it is the only retire-

ment arrangement backed by federal pension insurance.



Confidence in the Future

In sum, the PBGC made significant advances during FY 1988.

Serious problems do remain, in part due to the uncertain status of

the contested LTV plans. Unpredictable catastrophic claims and

economic downturns could still threaten the agency's financial

stability. But with the FY 1988 pension reforms, the pension

insurance system now is considerably more stable and equitable.

The reforms have provided greater security for the system and

the benefits it protects. The program is better funded and many of

the opportunities for abuse have either been eliminated or reduced.

As a result, employers, workers, and retirees can all look to a

brighter future, confident that defined benefit pension plans will

continue to pay benefits as promised — and that the PBGC will

continue to protect them.



EFFECTIVE
INSURANCE
OPERATIONS

Starting a pension plan is a voluntary action by an employer.

Once a single-employer defined benefit pension plan is established,

ERISA restricts the employer's ability to terminate the plan and

protects the benefits of participants.

Generally, an employer may voluntarily proceed with a "stand-

ard plan termination" if the plan participants will receive all of the

benefits due them. If the plan is unable to pay all benefits, the

employer may seek the PBGC's approval for a "distress termina-

tion," but only if it can demonstrate such severe business dif-

ficulties that there is no alternative but to terminate the plan or go

out of business. The PBGC itself also may seek termination of a

plan when necessary to protect the interests of the participants or

of the PBGC. In distress or PBGC-initiated terminations, the PBGC
will guarantee the payment of most of the benefits participants are

entitled to receive from their plan.

Standard Terminations. The PBGC received 10,790 notices of

standard plan terminations in FY 1988, about the same number as

the previous year. Historically, the vast majority of terminating

plans have been adequately funded to meet their benefit obliga-

tions, and this continued to be true during the past fiscal year. The

PBGC completed processing for more than 7,880 cases during the

year.

Plan terminations resulting in large reversions of surplus assets to

employers continued to decline in calendar year 1988, as is

illustrated in the following table. Four percent of the 30,000 plans

terminated from 1985 through 1988 involved asset reversions in

excess of $1 million.

Reversions in Excess of $1 Million, 1980-1988*

(By year of termination, excluding pending cases, as of 12/31/88)

(Dollars in millions)

Calendar No. of

Year Plans Assets Benefits Reversion Participants

1980 9 $ 58.5 $ 40.0 $ 18.5 22,242

1981 35 341.6 183.0 158.6 30,512

1982 82 1,136.8 732.9 403.9 123,587

1983 166 3,431.7 1,823.4 1,608.3 168,549

1984 329 7,402.3 3,845.0 3,557.3 379,716

1985 582 13,652.1 7,547.7 6,104.4 708,744

1986 258 8,912.6 4,628.1 4,284.5 261,769

1987 270 4,899.9 2,960.2 1,939.7 232,041

1988 166 4,974.9 3,189.1 1,785.8 180,298

1,897 $44,810.4 $24,949.4 $19,861.0 2,107,458

Single-Employer

Sufficient Plan Terminations

12,000

8,000

4,000

(Ti o ,_, (Nl CO tf LO <£) t>-
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Fiscal Year

'Numbers are subject to change because some terminations may not be received

until a subsequent calendar year.





Distress Terminations. Distress terminations and PBGC
trusteeships of underfunded plans continued at roughly the same

pace as in FY 1987. In all of the distress terminations in FY 1988,

the employer had gone out of business or would have done so had

the plan not been terminated. During the year, the PBGC became

trustee for 104 terminated single-employer plans, in many cases

completing action on plans that had terminated in prior fiscal years.

Rettig Settlement. During FY 1988, the PBGC made

considerable progress in implementing the settlement agreement

reached the previous year to resolve the Rettig-Piech class action

lawsuit dating from 1982. Under the settlement, the PBGC agreed

to pay eligible participants 65 percent of certain previously denied

benefits according to a schedule included in the agreement. To do

so, the agency is reviewing benefits for more than 60,000

participants in about 350 trusteed plans as well as reviewing

records of about 32,000 plans not trusteed by the PBGC.

During its first year of operation, the PBGC's Settlement Imple-

mentation Group reviewed almost 14,000 non-trusteed plans and

began benefit calculations for 190 trusteed plans. The group retain-

ed six actuarial contractors to assist in this work and awarded two

other contracts for assistance in participant communications and

related activities and in satisfying data base requirements. The

group also developed an automated data base and benefit processing

system that will enable it to meet the stringent deadlines establish-

ed under the agreement.

Appeals Board. The PBGC's Appeals Board reviews and decides

appeals of initial agency determinations concerning plan coverage,

participants' rights to guaranteed benefits, and employers' obliga-

tions for payment of liability to the PBGC. Aggrieved parties are

allowed 45 days after the date of the PBGC staff determination to

file an appeal or request an extension of the filing deadline.

The appeals process allows the agency to review its decisions

without burdening itself or aggrieved parties with costly litigation.

Appeals Board decisions are final agency decisions and are subject

to review by a U.S. district court.

The 278 appeals cases docketed during the year were down sharp-

ly from 377 cases in FY 1987. The Board closed 318 cases during

the year, leaving 259 pending at yearend compared to 299 pending

cases a year ago.

PBGC's Inventory of
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A SOLVENT
MULTIEMPLOYER
PROGRAM
The multiemployer program continued to show improvement in

its already sound financial condition. This program covers plans

that are collectively bargained and involve at least one union and

two or more unrelated companies. The program's premium struc-

ture has been sufficient to fund its experience to date and accu-

mulate a reserve for future plan insolvencies.

Plan Insolvency. Under the multiemployer program, the event

triggering PBGC insurance protection is plan insolvency, not plan

termination as under the single-employer program. If a multi-

employer plan becomes financially unable to pay benefits currently

due, the PBGC will provide financial assistance to the plan to

enable it to pay guaranteed benefits. This assistance is provided in

the form of a loan, to be repaid in accordance with terms and con-

ditions established by the PBGC.
Financial Assistance. The PBGC has, since inception of the pro-

gram, provided approximately $8.2 million in total financial

assistance (excluding repayments of previous loans) to 6 of the

2,300 insured multiemployer plans. Of this amount, the PBGC paid

$1.5 million to three plans during the year. Those 3 plans had near-

ly 8,200 participants, approximately 6,700 of whom were receiving

benefit payments as a result of the PBGC's assistance.

Financial Condition. At the end of FY 1988, the multiemployer

program had a surplus of $92 million, with total assets of

$129.4 million, an $18.6 million reserve for guaranteed benefits and

an $11.2 million reserve for future financial assistance.

Premium income for the fiscal year amounted to $17.3 million.

Required Studies. The PBGC is required by Congress to conduct

studies at least every five years to determine the appropriate

premium level for the multiemployer program and whether the

program's benefit guarantees can be increased without increasing

premiums. The first study, completed in September 1985, conclud-

ed that, although few plans had received financial assistance, future

prospects for some plans and industries were too uncertain to

justify any change in the existing premium schedule or benefit

guarantees. The next study is scheduled for 1990.



Multiemployer Litigation

Acting as a "friend of the court," the PBGC continued to urge

courts in FY 1988 to enforce the statutory mandate that an arbi-

trator, rather than a judge, should be the first to review a multi-

employer plan's assessment of withdrawal liability. The "arbitrate

first" rule provides an efficient, cost-effective procedure for

resolving disputes over withdrawal liability without the expenses

and delays of litigation. The courts generally acknowledge the

primacy of arbitration, but have allowed a few very limited excep-

tions. Some employers sought to expand these exceptions in order

to bypass arbitration.

In four cases [ILGWU National Retirement Fund v. Levy Bros.

Frocks, Inc. [2d Cir.]; New York State Teamsters Conference Pension

and Retirement Fund v. McNicholas Transportation Co. [2d Cir.]; Rob-

bins v. Admiral Merchants Motor Freight, Inc. [7th Cir.]; Robbins v.

Chipman Trucking [7th Cir.]), U.S. courts of appeals reiterated the

"arbitrate first" rule and rejected exceptions related to statutory in-

terpretation and the timing of an employer's withdrawal. In Admi-

ral and Chipman, the court upheld the PBGC's position that an

employer waives all of its defenses to withdrawal liability if it fails

to timely arbitrate.

In another case, Banner Industries v. Central States, Southeast and

Southwest Areas Pension Fund, the U.S. Court of Appeals for the

Seventh Circuit is considering whether a transaction to evade or

avoid liability is subject to the "arbitrate first" rule.

Other noteworthy cases clarified who may be liable for

withdrawal liability and what constitutes a reasonable method of

assessment. In Board of Trustees, Western Conference of Teamsters

Pension Trust Fund v. H.F. Johnson, Inc., for example, the U.S. Court

of Appeals for the Ninth Circuit affirmed that principals in an unin-

corporated business such as a joint venture are personally liable for

withdrawal liability and that, upon the principal's death, his estate

is liable. The court also held that the six-year statute of limitations

for withdrawal liability actions overrides state laws requiring such

actions within a shorter period of time. In Spring Branch Mining

Company, Inc. v. UMWA 1950 Pension Trust, the U.S. Court of

Appeals for the Fourth Circuit held that a plan's withdrawal

liability assessment did not violate due process for an employer

whose employees were not covered by the plan since the

employer had contractually obligated itself to contribute to that

plan.



CONSTANT
VIGILANCE
Although most employers fund and administer their pension

plans in a responsible manner, a few have attempted to evade their

legal responsibilities by shifting unfunded pension obligations onto

the PBGC.
During FY 1988, the PBGC continued its vigorous enforcement of

the law to prevent such abuse, to recover as much as possible of its

losses, and to resolve other issues affecting pension insurance. At

the end of the year, the PBGC had 128 cases in litigation and was

handling an additional 556 uncontested bankruptcy cases, an

increase of 15 percent over the 484 bankruptcy cases pending at

the end of FY 1987.



Significant legal activities during FY 1988 — in addition to the

previously described LTV case — include:

Navistar International. The PBGC won a notable — and

precedent-setting — legal victory against Navistar International. In

1977, Navistar, then known as The International Harvester Com-
pany, sold its deteriorating Wisconsin Steel Division and transferred

the division's greatly underfunded pension plans to subsidiaries of

Envirodyne Industries, Inc., in an effort to avoid millions of dollars

of the plans' unfunded liabilities. When Envirodyne's subsidiaries

subsequently went bankrupt and terminated the plans, the PBGC
was appointed trustee. At termination, the plans' assets were insuf-

ficient by more than $60 million to pay the benefits guaranteed by

the PBGC. The PBGC then initiated lawsuits against Navistar. The

agency sought a judgment that the company was not absolved of

financial responsibility for its pension promises even though it

transferred its business.

Shortly after the end of the fiscal year, the U.S. District Court for

the Northern District of Illinois ruled that Navistar had sold

Wisconsin Steel to evade unfunded pension liabilities, that Enviro-

dyne lacked a reasonable chance of meeting those obligations,

and that Navistar was liable to the PBGC for the unfunded pension

benefits guaranteed by the PBGC as of the date of the sale. The

court will establish the exact amount of Navistar' s liability to the

PBGC in subsequent proceedings.

The decision was the result of seven years of legal efforts and

underlined the PBGC's determination to pursue cases of abuse

vigorously.

Columbia Packing Company. When the PBGC becomes

trustee of a terminated pension plan, it also acquires authority to

collect unpaid contributions owed the plan. Because many termina-

tions of underfunded plans occur during bankruptcy proceedings,

the PBGC frequently must file bankruptcy claims for unpaid con-

tributions. Under the Bankruptcy Code, certain claims are entitled

to priority treatment, including claims that arise within the 180-day

period preceding the filing of a petition for bankruptcy or after the

petition is filed. Priority claims must be paid ahead of non-priority

claims and are more likely to be paid in full.

In Columbia Packing, the U.S. District Court for the District of

Massachusetts issued a decision that will have far-reaching impact.

The court ruled that certain claims for unpaid contributions are

entitled to priority treatment. This decision established an

important precedent that affects other major cases in which the

PBGC's priority contribution claims total millions of dollars. The

Columbia Packing precedent has already proven beneficial to the

agency in its successful negotiations in the Wheeling-Pittsburgh

and Kaiser bankruptcy cases.

Wheeling-Pittsburgh Steel Corporation (WP). In June 1988,

the PBGC obtained the largest settlement in its history when WP
agreed to pay $85 million upon confirmation of a plan of

reorganization. WP's payment will resolve the PBGC's claims for

employer liability and for unpaid employer contributions that

resulted from termination of seven WP pension plans on

November 8, 1985. However, the bankruptcy court has deferred a

decision on whether to approve the settlement until Internal

Revenue Service claims for excise taxes on the plans' accumulated

funding deficiency are resolved.
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Kaiser Steel. The PBGC's efforts to maximize recovery on its

claims in Kaiser's bankruptcy proceeding produced a substantial

increase in the agency's share of the unsecured claims in Kaiser's

bankrupt estate. The PBGC's claims arose from the termination of

four Kaiser pension plans that were underfunded by approximately

$200 million — the second largest loss in the PBGC's history. The

PBGC contended that Kaiser's reorganization plan treated the

PBGC's claims unfairly compared to the claims of other creditors.

Ultimately, the PBGC succeeded in increasing its total share to

about 30 percent from the 24 percent proposed in the initial plan of

reorganization. However, the sole asset out of which creditors'

claims will be satisfied is the proceeds of the litigation described

below. Therefore, the amount of the PBGC's recovery is

speculative.

In a novel approach that may further increase its recovery, the

PBGC will provide Kaiser with a secured loan of $4 million to

finance the company's $300 million litigation against alleged cor-

porate raiders, Kaiser's former shareholders, officers and directors

and their advisers, in exchange for which the PBGC will receive an

additional percentage of any proceeds realized from the litigation.

As the bankruptcy judge noted, "[w]ithout those funds and without

the prosecution of the litigation, the opportunity for significant

payout [to creditors] might not arise."



Lundberg Industries, Ltd. Within days after FY 1988 ended, the

PBGC and DOL filed separate civil complaints against the former

trustees of three Lundberg pension plans and others for misusing

the plans' assets. The complaints seek restitution of more than

$7 million for the plans and the PBGC.

In 1986 Lundberg Industries, a potash mining company, attempt-

ed standard terminations of its 3 plans, which covered some 840

workers and retirees. Lundberg certified to the PBGC that it had

satisfied ERISA's termination requirements. However, after Lund-

berg entered bankruptcy proceedings in June 1987, the PBGC
received information indicating that plan assets had been improper-

ly loaned or diverted and that plan participants may not have

received the amounts to which they were entitled.

Once this information was confirmed, the PBGC informed Lund-

berg that the attempted terminations were invalid because they did

not comply with ERISA's requirements. Since the plans were run-

ning out of money, the PBGC sought successfully to have them

terminated and itself appointed as trustee to prevent interruption

of benefit checks to retirees. Even though the plans' cash assets

were exhausted, retirees continued to receive their monthly

benefits from the PBGC with no interruptions or delays.

Firestone Tire & Rubber Company. ERISA and PBGC regula-

tions govern the allocation of a terminating plan's excess assets

between an employer and the plan participants in a plan that

provides for employee contributions. Prior to the Pension Protection

Act, employers could use the presumptive method set forth in the

regulations or seek PBGC approval of an alternative method. In this

case, Firestone challenged the PBGC's disapproval of the company's

proposed method for allocating excess assets in a Firestone plan

that terminated in 1984. The PBGC determined that Firestone's

proposed method, under which the company would receive the

entire $284 million in excess plan assets, was inconsistent with

ERISA and the PBGC's regulations. Under the presumptive

method, approximately $9 million of the excess would be

attributable to earnings on employees' contributions and

distributed to plan participants. On December 1, 1988, the U.S.

District Court for the District of Columbia upheld the PBGC's

determination denying approval of Firestone's proposed method.

Firestone has appealed the district court judgment.



RESPONDING
TO THE
PUBLIC'S NEED
To more effectively administer the federal pension insurance

system, the PBGC continually seeks to refine its internal opera-

tions. During FY 1988, the PBGC focused special attention on legal

activities and services to participants in PBGC-trusteed plans.

Legal Services. The PBGC's Office of the General Counsel

attracted additional legal talent to tackle its growing workload in

combatting abusive actions by some companies and in obtaining the

best possible recoveries in bankruptcy cases. By the end of the

fiscal year, the PBGC added 20 attorneys and five new paralegals to

its staff. A simultaneous reorganization improved the quality of the

office's work, enabling senior management to concentrate on the

most pressing legal matters.

Participant Services. A special task force established by the

agency concluded that communications and other services to par-

ticipants could be improved to ease participants' concerns about

their benefits and help them better understand the PBGC's

guarantees.

The task force, the Participant Services Evaluation Group,

reviewed all aspects of benefits administration, participant services,

and communications with retirees and beneficiaries. As a result,

changes are underway to provide timely information to par-

ticipants, maximize use of computer-based technologies for record-

keeping, and provide the PBGC with the most practical and

efficient organizational structure.

Other Initiatives. The PBGC also launched other efforts during

FY 1988, including:

an educational program of articles, speeches and interviews on

the value of defined benefit plans; and

a new easy-to-read booklet on pensions, developed in coopera-

tion with the U.S. Department of Labor and the Internal Revenue

Service to help workers become better informed about pension

plans and to make them more aware of their rights. The PBGC
issued "Your Pension: Things You Should Know About Your Pen-

sion Plan" shortly after the fiscal year ended.

Management Control. The PBGC's Internal Audit Department

continually conducts independent evaluations to assess the agency's

management improvement programs and control systems and

recommend further improvements. This process has been, and con-

tinues to be, a cornerstone of the PBGC's management improve-

ment efforts.

During FY 1988, the Internal Audit Department evaluated several

PBGC programs and operations through audits, investigations, and

special projects. The department works to protect PBGC resources,

promote lower pension processing costs, and ensure compliance

with the law.



FINANCING
THE
OPERATION
The PBGC Financial Statements for the year ended September 30,

1988, report a net operating gain of $28.9 million.

During the year, the PBGC appealed a court decision affecting

three LTV Steel pension plans. Because the PBGC believes its ap-

peal will be upheld, the liabilities, assets, income and expenses of

the three plans have been excluded from the Financial Statements,

as explained in Note 10 to the Financial Statements. This note also

discusses the differences between President Reagan's FY 1990

Budget and some figures in this annual report.

The Corporation's deficit remained relatively unchanged during

the year due to the premium increase offsetting the impact of lower

investment performance. The equity markets experienced a signifi-

cant decline during October 1987, but the PBGC's investment

losses at that time amounted to about 11 percent of its total assets.

This was about half of the decline in the overall equity markets

during this period and reflects the PBGC's diversification of its

assets.

The PBGC and private pension plans, in general, are prudently

managed for the long term, with diversified investments to

minimize risk. The long-term investment position enables both the

PBGC and private plans to avoid real losses due to temporary

declines in the equity markets. The nearly 40 million workers and

retirees participating in insured defined benefit plans are further

protected against market fluctuations because they are promised a

specific monthly benefit at retirement, guaranteed by the PBGC,

without regard to their own plan's investment experience.

More detailed information concerning the PBGC's financial

results for FY 1988 can be found in the Actuarial Report and the

Financial Statements.



Financial Activities

Premium Income. Including penalty and interest payments,

premium income totaled $481.7 million in FY 1988. This was

$197.3 million more than reported in FY 1987. The additional

income resulted primarily from the payment of higher premiums

by single-employer plans required by the Pension Protection Act.

Benefit Payments. During FY 1988, the PBGC's annual benefit

payments totaled $324.7 million. Of this amount, $321.7 million

was paid to participants of single-employer plans, $21.5 million

more than in FY 1987.

PBGC Benefit Payments for Single-Employer Plan

Participants

(Dollars in millions)

Participants

Fiscal Year In Pay Status

1988 110,300

1987 109,700

1986 90,750

1985 74,800

1984 64,700

1983 55,400

Total Amount Paid

$321.7

300.2

260.5

170.2

169.3

136.6

Reserve for Present Value of Guaranteed Benefits. This

represents the present value of future payments of guaranteed

benefits for plans that have terminated or are pending termination

as of the end of the fiscal year, and for which the PBGC either is,

or expects to become, trustee. The reserve increased by

$176.1 million to a total of $3,824.3 million at the end of FY 1988.

Reserve for Estimated Future Financial Assistance for

Multiemployer Plans. This reserve represents the present value of

unrecoverable financial assistance the PBGC expects to grant in the

future to four plans, two of which received financial assistance in

FY 1988. A third plan that also received assistance during the year

is not included in the reserve because the PBGC expects to recover

any future assistance to be given the plan. The reserve was

$11.2 million at the end of FY 1988; it was $18.5 million at the end

of FY 1987. The FY 1988 adjustment reflects revised estimates of

the amount of unrecoverable financial assistance that the PBGC
expects will be needed for the four plans included in the reserve

during both fiscal years and the elimination of two plans from this

year's reserve.



Assets Management

The PBGC maintains two separate financial programs — each

consisting of a revolving fund and a trust fund — to sustain its two

pension insurance programs.

Revolving Funds. These funds consist of collected premiums

and income resulting from investment of the premiums. They are

used for the Corporation's administrative expenditures and for pay-

ment of those portions of pension benefits that are unfunded by

trust funds.

The revolving funds are invested solely in U.S. Government
Treasury securities selected by the PBGC's Investment Manage-

ment Division and its fixed-income investment advisor. The funds'

market value was $883.9 million as of September 30, 1988.

Trust Funds. These funds provide for payment of the funded

portion of benefit payments and trust fund administrative expenses.

Trust funds consist of assets received from all terminated plans that

are or will be trusteed, and employer liability payments and

receivables. The funds' market value was $1,667.7 million as of

September 30, 1988.
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I n v e s tment P e r f o r m a n c e

When the PBGC becomes trustee of a plan, it generally com-

mingles the plan's assets and invests them in a diversified portfolio

of investments, including equities, fixed-income securities, and real

estate.

These investments are managed by outside investment manage-

ment firms hired by the PBGC. Each firm operates within its own
area of specialized investment skill, subject to PBGC guidelines.

A Prospect Fund, established in FY 1987, provides the Corpora-

tion with the opportunity to effectively monitor new managers

prior to full funding, thereby increasing the depth and flexibility of

the multiple-manager investment program.

Trust and Revolving Fund investments incurred a 0.9 percent loss

in FY 1988. The Trust Funds incurred a 4.8 percent loss, while the

Revolving Funds, invested by law solely in Treasury Securities,

returned 10.9 percent. The Trust Fund equity managers incurred a

9.2 percent loss, compared to the Standard & Poor's 500 Stock Price

Index, which was down 12.3 percent. Their performance reflects

the PBGC's defensive strategy designed to reduce volatility and to

provide more stable returns during all phases of the market cycle

than would otherwise be available.

The following table illustrates the PBGC's investment results for

FY 1988 and FY 1987 and for the five years ended September 30,

1988:

Performance Figures by Percentage

for Revolving and Trust Funds

Annual Rates of Return

Five Years Ended

FY FY September 30, 1988

1988 1987 (Annualized)

Total Invested Funds -0.9% 21.0% 11.9%

Trust Funds -4.8 29.0 10.8

Standard & Poor's 500

Stock Price Index -12.3 43.4 14.7

Wilshire 5000 Stock Index -9.1 38.3 13.1

Revolving Funds

(including short-term funds) 10.9 1.5 12.6

Shearson Lehman
Government/Corporate Index 12.8 -0.4 12.3



ACTUARIAL
REPORT
The Actuarial Report presents the claims history for the single-

employer program, 10-year actuarial forecasts for fiscal years 1989

through 1998 (5 years of which are required by section 4008 of

ERISA), and the actuarial valuation of the PBGC's future benefit

liabilities. This Actuarial Report does not include data for the three

LTV plans in litigation.

Statistical History
(Single-Employer Program)

of Claims

The PBGC's annual claims experience has been very volatile and

demonstrates the sensitivity of the single-employer program to the

occasional occurrence of very large claims. Current information in-

dicates that the single-employer program incurred 25 claims with

dates of plan termination in FY 1988. Smaller plans still under

review, with claims of under $1 million each, may result in addi-

tional claims against the PBGC. However, since all potential pend-

ing claims over $1 million have been reviewed, the total net claims

resulting from all plans terminating in FY 1988, including those

awaiting review, should not change markedly.

By fiscal yearend, the PBGC had become, or expected to become,

trustee of 1,466 single-employer plans. Of these, 1,455 had termi-

nated before October 1, 1988. The remaining 11 plans were

pending termination. As shown in Table 1:

Annual net claims experienced by the program during six of

the last seven years were larger than those incurred during each of

the first seven years.

Including pending terminations, annual net claims averaged

$244 million for the last 7 years but only $147 million for the entire

14 years of the Corporation's history. If the three contested LTV
plans were included, these figures (based on PBGC estimates) could

be as high as $569 million and $305 million, respectively.

The net claims of 201 plans from the steel industry, which

represent only 14 percent of the plans that are or are expected to be

trusteed, account for over 59 percent of the total net claims against

the single-employer program. If the three contested LTV plans were

included, the percentage of net claims could be almost 80 percent.

The steel plans were, on average, 34 percent funded upon

termination; all other plans were 42 percent funded.



Table 1 illustrates several trends that have contributed to the

PBGC's deficit. Funding levels of terminated plans deteriorated

substantially in the last four fiscal years (see col. (4)). In addition,

the percentage of guaranteed benefits that become net claims

against the insurance program (see col. (8)), which reflects both

plan assets and recoveries from employers, has generally increased

over the Corporation's history. This means that the PBGC recently

has had to make up a larger portion of guaranteed benefits.

Moreover, the amount of net claim per terminated plan also has

increased greatly. From FY 1982 through FY 1988, the average net

claim per plan (excluding pending terminations) was over

$2.5 million. This is almost six times the average net claim of

$432,000 per plan for the period covering FY 1975 through

FY 1981.

Claims against the program also are measured on an "event"

basis, with termination of one or more of an employer's plans

within 30 days of each other considered one event. The total of

1,466 individual plan terminations (including plans pending termi-

nation) resulted from 1,197 events; in one case, a single event

was responsible for 10 individual plan terminations.

Table 1: Claims Experience by Fiscal Year (Single-Employer Program)

(Dollars in millions)

(1) (2)

Guaranteed

(3) (4) (5) (6) (7)

Average Net

Claim Per

(8)

Net Claims

as a

Percent of

Guaranteed

Date of Number Benefit Plan Funding Employer Total Net Terminated Benefit

Termination of Plans Liability Assets Level Liability Clai T1S* Plan Liability

07/01/74-

07/01/75-

10/01/76-

10/01/77-

10/01/78-

10/01/79-

10/01/80-

10/01/81-

10/01/82-

10/01/83-

10/01/84-

10/01/85-

10/01/86-

10/01/87-

Total

Pending

06/30/75

09/30/76

09/30/77

09/30/78

09/30/79

09/30/80

09/30/81

09/30/82

09/30/83

09/30/84

09/30/85

09/30/86

09/30/87

09/30/88

99

171

131

101

80

102

133

130

140

90

99

94

60

25

$ 56 $

88

52

124

81

166

177

468

420

47

254

1,137

216

272

20

45

21

46

33

77

72

177

232

20

69

371

65

40

35%
51

40

37

40

46

41

38

55

42

27

33

30

15

$ 5

25

7

6

4

5

27

7

11

1

3

213

2

3

32

18

24

73

45

84

77

285

176

26

182

553

149

229

1,455

11

3,559

238

1,287

129

36

54

318

1

1,953

108

$0.3

0.1

0.2

0.7

0.6

0.8

0.6

2.2

1.3

0.3

1.8

5.9

2.5

9.2

1.3

56%^|

20

46

58

55

51

44

61

42

56

72

49

69

84

)

55

45

Total 1,466 $3,797 $1,416 37% $319 $2,062 $1.4 54%

Steel Plans

Non-Steel Plans

201

1,265

$2,211

1,586

$ 756

660

34%
42

$239

80

$1,217

845

$6.0

0.7

55%
53

46%

51%

59%

Note: Numbers may not add up to totals due to rounding.
* The Financial Statements show net claims of -$58 million and $57 million for FY 1987 and FY 1988, respectively, compared to this table's

values of $149 million and $229 million, respectively. These values differ because Table 1 data reflect current estimates for plans in the year

they terminated, not the year they were first recognized in the Financial Statements. The three LTV plans in litigation are not included in

Table 1.

* Because of the exclusion of most pending terminations with net claims under $1 million, an average net claim per terminated plan is not

meaningful.



Table 2 shows the effect that a few business decisions or events

can have on the PBGC's liability. In particular, plan terminations

by three employers (Wheeling-Pittsburgh, Kaiser Steel, and Allis-

Chalmers) account for $783 million in single-employer net claims.

This is almost 38 percent of total net claims during the PBGC's

14-year history.

Table 2: Distribution of Guaranteed Benefit Liability and Net Claims* by Size

(Single-Employer Program)

(Dollars in millions)

Guaranteed Benefit Net Claims Net Claims

jLiability (Per-Plan Basis) (Event Basis)

Number Total Guaranteed Number Total Net Number Total Net

Size of Plans Benefit Liability of Plans Claims of Events Claims

Greater than $100 million 6 $1,309 4 $ 758 3 $ 783

$50-100 million 8 518 1 55 4 234

$25-50 million 17 563 9 307 9 347

$10-25 million 28 461 25 372 17 248

$5-10 million 38 254 25 178 15 106

$2-5 million 77 249 43 133 48 147

$1-2 million 129 186 73 101 54 74

$0.5-1 million 157 112 104 73 79 55

$0.25-0.5 million 202 71 111 40 86 32

Less than $250 thousand 804 74 1,071

1,466

44

$2,062

882

1,197 $;

36

Total 1,466 $3,797 >,062

Note: Numbers may not add up to totals due to rounding.
* The data presented are as of the date of plan termination using data as they existed at the time of the FY 1988 closing and reflect revised

estimates of some previously reported claims. Although 1 1 pending terminations comprising 9 events are included in this table, most pending

terminations with net claims under $1 million are excluded.

Single-Employer Program
Actuarial Projections

The PBGC generally bases its actuarial projections on its

historical experience and its financial condition as of fiscal yearend.

While ERISA only requires a five-year projection, three 10-year

forecasts are included again this year to give a longer view of the

PBGC's expected assets and liabilities under different scenarios.

All three forecasts start from FY 1988 values that exclude the

three contested LTV plans. If these plans were included, all three

values reported (liabilities, assets, and deficit) would be higher, as

explained in Note 10 of the Financial Statements. Forecast A is

based on the average annual net claims over the entire PBGC his-

tory. Forecast B is based on the average annual net claims over the

most recent seven fiscal years. The PBGC used data going back to

FY 1982 for this latter average because of the significant increase in

claims in that year. Because of the potential for larger claims than

the PBGC has incurred to date, the PBGC developed Forecast C.



Forecast C assumes an additional claim of $1 billion once every five

years. In all three projections, the PBGC included pending claims

and first adjusted annual claims to 1988 dollars.

In developing this year's forecasts, the Corporation in some cases

used conservative assumptions because of the lack of experience

under the Pension Protection Act.

For instance, the financial impact of the recently enacted

reforms, such as minimum funding and bankruptcy changes, on

the PBGC's projected experience is not reflected in these projec-

tions. Over time, underfunded plans should become better funded

and the PBGC's recoveries from employers should improve. The

PBGC does not expect a significant impact immediately, however,

because the new funding standards will take time to affect the

funding level of plans most likely to cause a claim against the

PBGC.
Therefore, while awaiting experience under the new law, plan

assets and collectible employer liability are still assumed to be the

same percentage of the guaranteed benefit liability and plan asset

insufficiency, respectively, as they were for the period used to

establish the average claim level. The additional claims in

Forecast C will be funded at the same level as the seven-year

average. The ratios used are:

E3

Forecast A Forecast B Forecast C

Plan assets/guaranteed

benefits

Employer liability/

plan asset insufficiency

37%

13%

36%

12%

36%

12%

Other assumptions include:

The reserve for guaranteed benefits is valued at 7.75 percent

for immediate annuities, with appropriate lower rates for deferred

annuities. Investments are assumed to earn 7.25 percent, which is a

composite of the rates used for immediate and deferred annuities.

Administrative expenses for FY 1989 through FY 1994 — as

presented in the President's FY 1990 Budget for the PBGC — will

grow at an annual rate of 6.25 percent after FY 1994. Benefits

promised to insured plan participants will grow at 6.25 percent

throughout the period.

The variable-rate premium enacted by the Pension Protection

Act will remain constant and is expected to produce revenue

equivalent to $20.57 per participant.

The number of participants in insured plans is projected to

grow at an annual rate of one percent (based on the PBGC's most

recent experience).

The annual growth in net claims, based on the projected

growth of both promised benefits and participants in insured plans,

will be at a rate of 7.31 percent.



Projected assets, liabilities, and resulting deficits under each

forecast are presented below. Forecast A (see Table 3) assumes the

lowest level of future claims and reflects a projected surplus of

$1.6 billion at the end of the 10-year period. According to this fore-

cast, the PBGC temporarily would be in a surplus position starting

in FY 1993. Since the premium rate is assumed to remain constant

while projected claims increase each year, the PBGC's deficit

would return in the next century.

Table 3: Forecast A — Based on Average Annual Net Claims

Over Entire PBGC History

(Amounts as of September 30)

(Dollars in billions)

Fiscal Year Liabilities Assets Deficit

1988 Actual) $4.1 $2.6 $1.5

1989 4.5 3.2 1.3

1990 4.8 3.8 1.0

1991 5.1 4.5 0.6

1992 5.5 5.2 0.3

1993 5.9 5.9 0.0

1994 6.4 6.7 (0.3)

1995 6.8 7.5 (0.7)

1996 7.3 8.3 (1.0)

1997 7.8 9.1 (1.3)

1998 8.3 9.9 (1.6)

( )
= Surplus

Forecast B (see Table 4) assumes the mid-level of future claims

and projects a deficit of $0.5 billion at the end of the 10-year

period. According to this forecast, the PBGC's deficit would reach a

low of just under $0.5 billion in FY 1997 and then start to grow as

net claims continue to grow while the premium rate remains

constant.

Table 4: Forecast B — Based on Average Annual Net Claims

Over the Most Recent Seven Fiscal Years

(Amounts as of September 30)

(Dollars in billions)

Fiscal Year Liabilities Assets Deficit

1988 (Actual) $4.1 $2.6 $1.5

1989 4.6 3.2 1.4

1990 5.1 3.9 1.2

1991 5.7 4.7 1.0

1992 6.3 5.4 0.9

1993 6.9 6.2 0.7

1994 7.5 6.9 0.6

1995 8.2 7.7 0.5

1996 8.9 8.4 0.5

1997 9.7 9.2 0.5

1998 10.4 9.9 0.5



Forecast C (see Table 5) assumes the highest level of future

claims and projects a deficit of $4.7 billion at the end of the 10-year

period. According to this forecast, the PBGC's deficit would con-

tinue to grow throughout the period.

Table 5: Forecast C — Based on Average Annual Net Claims

Over the Most Recent Seven Fiscal Years, with an Assumed
Additional Net Claim of $1 Billion Once Every Five Years

(Amounts as of September 30)

Year

(Dollars in billions)

Fiscal Liabilities Assets Deficit

1988 Actual) $ 4.1 $ 2.6 $1.5

1989 5.0 3.4 1.6

1990 5.9 4.2 1.7

1991 6.8 5.1 1.8

1992 7.8 5.9 1.9

1993 8.9 6.7 2.2

1994 10.0 7.5 2.5

1995 11.1 8.2 2.9

1996 12.3 8.9 3.4

1997 13.5 9.6 4.0

1998 14.8 10.1 4.7



Actuarial Valuation

Reserve for Guaranteed Benefits. The

reserve for guaranteed benefits represents the

present value of future benefits that the Cor-

poration is or will be obligated to pay and is

calculated separately for the single-employer

and multiemployer programs.

For the single-employer program, the

reserve is (1) $3,698 million as of

September 30, 1988, for the 1,455 plans that

terminated on or before that date of which

the Corporation is, or expects to become,

trustee (excluding the three contested LTV
plans) and (2) $238 million as of the expected

termination date for 11 plans pending termi-

nation. The criteria for including plans in

the pending termination category are discuss-

ed in Note 1 of the Financial Statements.

For the multiemployer program, the

reserve is (1) $19 million for plans that termi-

nated before passage of the Multiemployer

Pension Plan Amendments Act (MPPAA) and

of which the Corporation is, or expects to

become, trustee and (2) $11 million for post-

MPPAA losses that are probable and

estimable for plans of which the Corporation

is aware at fiscal yearend.

There were a total of 10 pre-MPPAA termi-

nations, 9 of which were granted discre-

tionary coverage under the provisions of

ERISA as passed in 1974. The remaining plan

terminated when coverage under Title IV

was mandatory (from August 1, 1980, until

September 25, 1980). The post-MPPAA por-

tion of the reserve for guaranteed benefits

represents the present value as of

September 30, 1988, of losses that the PBGC
expects to incur from non-recoverable future

financial assistance to four plans that are, or

are expected to become, insolvent.

The PBGC calculated the reserve for

guaranteed benefits for both the single-

employer and multiemployer programs using

the same methods and procedures as those

used in FY 1987.

Actuarial Assumptions, Methods, and
Data. The PBGC calculated the single-

employer program's reserve for guaranteed

benefits using a combination of three

methods: seriatim, non-seriatim, and hybrid.

Table 6 shows the number of plans and par-

ticipants and the associated liability by

calculation method. The single-employer

plans' liability of $3,936 million is more than

99 percent of the total PBGC liability of

$3,966 million. The steel industry accounts

for 201 plans and $2,269 million (58 percent)

of the liability of the single-employer pro-

gram. The following graph shows the

distributions of benefit liability and plans

(including pending plans) by method of

calculation.

Table 6: Reserve for Guaranteed Benefits

(Dollars in millions)

Number Number of

of Plans Participants Liability

I. Single-Employer Program

A. Terminated plans

1. Seriatim method 736 41,000 $ 433

2. Hybrid plans

(all non-final benefits) 5

a. Benefits valued by

seriatim method 17,000 679

b. Benefits valued by

non-seriatim method 13,000 435

Subtotal 5 31,000 1,114

3. Non-Seriatim method

a. Plans with final

benefits 348 66,000 1,105

b. Plans with non-final

benefits 366 55,000 1,023

Subtotal 714 121,000 2,127

Subtotal 1,455 193,000 3,675

B. Plans pending termination

(all non-seriatim method) 11 13,000 238

C. Rettig Settlement* — 6,000 23

Total** 1,466 212,000 3,936

II. Multiemployer Program

A. Pre-MPPAA terminations

1. Seriatim method 6 2,000 17

2. Non-Seriatim method

(all final benefits) 4 * * * 2

Subtotal 10 3,000 19

B. Post-MPPAA liability 4 2,000 11

Total 14 5,000 30

Total reserve for single- and

multiemployer programs 1,480 217,000 $3,966

Note: Numbers may not add up to totals due to rounding.
* The Rettig Settlement refers to the extra benefit liability that the PBGC
expects to incur due to a settlement of a class action lawsuit that increased

benefits for some participants and provided new benefits to about 6,000

additional participants.
** The liability for the three contested LTV plans is not included in this total.

These plans contain about 89,000 participants and their liability for PBGC-

guaranteed benefits is estimated to be about $2,993 million.

*** Less than 500.



Benefit

Liability

$3,936

Total

Plans

1,466

Distribution of Benefit Liability

and Plans by Method of Calculation

(Single-Employer Plans)

(Dollars in millions)

Non-Seriatim

(final)

$1,105

Non-Seriatim

non-final)

$1,719

Seriatim

$1,112

Non-Seriatim

(final)

348
Hybrid

V
0.3%
/

Seriatim

736

Non-Seriatim

(non-final)

377

Seriatim Method. The seriatim valuation

method is the most reliable one and,

therefore, preferred. The PBGC included

plans in the seriatim valuation only if 80 per-

cent of their individual participant records

contained data deemed essential for the

valuation. The PBGC used this 80-percent

limit to increase the number of plans that

could be valued by the seriatim method and

still maintain the quality of the results. The
average for the plans or, in some circum-

stances, PBGC averages replaced missing

data. As noted in the graph, the PBGC
valued 50 percent of all plans (736 plans) and

28 percent of the liability on a seriatim basis.

For the actuarial valuation, the PBGC used

the set of interest rates being established at

the end of FY 1988 for valuing the liability

for distress terminations (i.e., 7.75 percent

for immediate annuities, with lower interest

rates for deferred annuities). The mortality

assumptions used for the seriatim valuations

are described in the PBGC regulation on

Valuation of Plan Benefits (29 CFR 2619) for

a distress termination.

Expected retirement ages, as explained in

this regulation, were used for non-pay-status

participants. Participants who had attained

their expected retirement age were assumed

to be in pay status. Participants who were

older than their plan's normal retirement age

and were not in pay status at September 30,

1988, had the value of their future benefits

reduced to zero over the three years suc-

ceeding normal retirement age in order to

reflect the lower likelihood of payment.

Non-Seriatim Method. The PBGC was

unable to value many plans on a seriatim

basis because they had not been fully proc-

essed and the PBGC did not have the

necessary data, such as dates of birth. The

PBGC is continuing to gather additional

valuation data and places high priority on

increasing the number of plans valued

seriatim.

The data used in non-seriatim valuations

depended on the status of PBGC benefit

calculations. When PBGC-guaranteed benefit

calculations were finalized but not ready for

seriatim valuation as of fiscal yearend, the

PBGC valued the plan's liability using data

as of the plan's termination date. Since the

PBGC has finalized these benefits for each

participant and valued them using the

seriatim method and PBGC assumptions and

regulations as of each plan's date of termina-

tion, these amounts are more accurate than

the calculations for plans with non-final

benefits. If PBGC-guaranteed benefit calcula-

tions were not final, the PBGC based the

non-seriatim valuation on the plan's most re-

cent actuarial valuation performed before the

termination date. To enhance the accuracy of

the non-seriatim valuation, the PBGC refined

its calculations for 33 large plans (those with

more than $10 million in guaranteed benefit

liabilities at date of plan termination) based

on the most recent available data.

For plans not valued by the seriatim

method, the PBGC reports the liability

separately for participants who, as of the

valuation date, were retired, active vested, or

terminated vested. The reported liabilities



were adjusted to reflect such factors as dif-

ferent assumed interest rates, benefits

accrued between the valuation and plan

termination dates, the limitations on the

PBGC's maximum guaranteeable benefits,

benefit payouts, and the elapsed time be-

tween the valuation date and the end of the

fiscal year. The PBGC based the adjustment

factors used in the non-seriatim procedure on

its experience in routinely estimating benefit

liabilities for administrative purposes.

Hybrid Method. Five of the PBGC's

largest terminated plans were able to provide

the PBGC with automated data for their par-

ticipants in pay status as of September 30,

1988. This data enabled the PBGC to develop

a hybrid valuation method for these plans, in

which it valued pay-status benefits seriatim

and non-pay-status benefits non-seriatim.

This method allowed the PBGC to improve

markedly the accuracy of its valuation.

Multiemployer Program. The PBGC
calculated the liability for the 10 pre-MPPAA

terminations using the same assumptions and

methods described for the single-employer

program.

The PBGC based its valuation of the post-

MPPAA liability on the most recent available

actuarial reports and information provided

by representatives of the affected plans.

Although the agency has been informed that

13 multiemployer plans were or could

become insolvent, the PBGC expects only 4

of these plans to need financial assistance.

Severe industrial declines have left these four

plans with inadequate contribution bases and

no alternative except PBGC assistance. The

PBGC expects that the minimum funding

standards and withdrawal liability provisions

will enable the other nine plans to continue

paying benefits without PBGC assistance.

Results. On September 30, 1988, the

PBGC estimated the total number of par-

ticipants included in the FY 1988 reserve for

guaranteed benefits at 212,000 for the single-

employer program (including 13,000 par-

ticipants in plans pending termination) and

5,000 for the multiemployer program. Of

these, 110,300 single-employer plan par-

ticipants and 2,500 participants from

multiemployer plans were receiving benefits

at fiscal yearend. The average monthly

benefit for participants in pay status as of

September 30, 1988, was $240 for the single-

employer program and $95 for the

multiemployer program or $235 for both pro-

grams combined.

Despite the addition of participants from

new plan terminations, the PBGC's total par-

ticipant population remained stable due to

participant deaths and the fact that FY 1987

data included participants in some large

plans that were pending termination but did

not, in fact, terminate.

Tables 7 through 11 summarize the detail-

ed results of the seriatim and non-seriatim

valuations for both the single-employer and

multiemployer programs.

Table 7: Distribution of the Seriatim Liability

by Recipient Status

(Dollars in millions)

Total

Single-Employer

No. of

Recipient Benefit

Status Recipients Liability

Pay-Status* 46,170 $1,037

Deferred 10,080 75

Other** 2,662
* * *

58,912 $1,112

Multiemployer

No. of

Benefit

Recipients Liability

2,341 $16

51
* * *

30

2,422 $17

Note: Numbers may not add up to totals due to rounding.

* Includes the pay-status liability from five very large plans

valued by the hybrid method.
** "Other" recipients include (1) individuals who were scheduled

at fiscal yearend for lump-sum payments and (2) individuals

who were beyond their normal retirement age but not receiving

benefits.
*** Less than $500,000.



Table 8: Liability for Pay-Status Recipients Valued by the Seriatim Method

Single-Employer Multiem oloyt »r

No. of Average Percent No. of Average Percent

Attained Benefit Monthly of Benefit Monthly of

Age Recipients Benefit Liability Liability Recipients Benefit Liability

(000,000)

Liability

(000,000)

Under 50 267 $133.08 $ 5 *% 4 $ 35.00 $** *%

50-54 362 271.30 11 1
—

55-59 1,836 314.38 65 6 4 165.00 * * *

60-64 6,432 279.97 199 19 52 153.71 1 5

65-69 10,642 252.41 271 26 264 120.26 3 17

70-74 12,098 256.87 278 27 332 169.63 5 33

75-79 8,337 234.68 147 14 443 112.04 3 20

80-84 4,157 186.58 46 4 595 71.16 2 15

85-89 1,475 169.35 12 1 432 57.77 1 8

Over 89 564 146.79 3
* 215 53.31

* * 2

Total 46,170 $246.27 $1,037 100% 2,341 $ 96.22 $16 100%

Note: Numbers may not add up to totals due to rounding.

* Less than 0.5%.
** Less than $500,000.

Table 9: Liability for Deferred Recipients Valued by the Seriatim Method

Single-Employer Multiemploy zr

No. of Average Percent No. of Average Percent

Attained Benefit Monthly of Benefit Monthly of

Age Recipients Benefit Liability Liability Recipients Benefit Liability

(000,000)

Liability

(000,000)

Under 40 467 $ 76.73 $ 1 2% — $ 0%
40-44 796 90.27 2 3 3 $ 43.67 *

1

45-49 1,225 112.90 6 8 —
50-54 2,076 109.41 12 16 6 59.50 * 4

55-59 2,534 115.95 21 27 12 103.15 0.1 16

60-64 2,698 111.07 28 37 26 96.38 0.2 58

Over 64 284 117.74 5 7 4 246.75 0.1 21

Total 10,080 $109.13 $75 100% 51 $102.33 $0.4 100%

Note: Numbers may not add up to totals due to rounding.
* Less than $50,000.



Table 10: Non-Seriatim Liability

(Dollars in millions)

Single-Employer Multiemployer

Percent Percent

of of

Plans Liability Liability Plans Liability Liability

Plans with final

benefits

A. Large* 19 $ 741 26% $0 0%
B. Other 329 364 13 4 2 100

Subtotal 348 1,105 39 4 2 100

Plans with non-final

benefits

A. Large* 33** 1,392** 50

B. Other 349

382

730

305

1,697

$2,802***

11

61

100%

Subtotal

Total 4 $2 100%

Note: Numbers may not add up to totals due to rounding.
* Present value of guaranteed benefits of $10 million or more per plan at date of plan

termination.
** Includes the non-seriatim portion of the liability for five very large plans valued by the

hybrid method.
*** Does not include Rettig Settlement liability.

Table 11: Distribution of the Non-Seriatim Liability

by Recipient Status*

(Dollars in millions)

Single-Employer Multiemployer

Recipient

Status

Percent

Liability of Liability

Percent

Liability of Liability

Pay-Status**

Active Vested

Terminated Vested

$1,178 42%
1,277 46

346 12

$ 1 35%
1 56

* * * Q

Total $2,802**** 100% $ 2 100%

Note: Numbers may not add up to totals due to rounding.
* Status as of date of most recent actuarial valuation report (date of plan ter-

mination if benefits are final).

** The pay-status liability for five very large plans was included in Table 7.

Only the non-pay-status liability for these five plans was included in this

table.
*** Less than $500,000.

**** Does not include Rettig Settlement liability.



Reconciliation of Results. Table 12

reconciles the FY 1988 valuation with the

FY 1987 valuation. It shows that the

$45 million decrease in the reserve liability

is principally the net effect of: (1) new plan

terminations ($327 million), (2) increased lia-

bility from lower interest rates ($164 million)

and (3) less liability for plans pending ter-

mination in the FY 1988 valuation than in

the FY 1987 valuation ($425 million).

Table 12: Reconciliation of Reserve for Guaranteed Benefits

(Dollars in millions)

Mu Iti-

Single-Employer employer*

1. a. Total FY 1987 Reserve for

Guaranteed Benefits $3,980.9 $18.9

b. Less: Plans pending

termination at 9/30/87 663.1 0.0

c. Less: Rettig liability at

9/30/87

d. FY 1987 Reserve for

24.1 0.0

Guaranteed Benefits for

Terminated Plans 53,293.7 $18.9

2. Changes:

a. In interest assumption 164.5 0.3

b. In data (40.6) 0.8

c. In method

d. Total

2.2

126.1

0.0

1.1

3. Expected interest and effect

of experience 249.5 1.6

4. New terminations**

a. Increase in liability as of

Date of Plan Termination 342.2 0.0

b. Effect of projections to

fiscal yearend

c. FY 1988 liability

(14.9)

327.3

0.0

0.0

5. Benefits paid 321.7 3.0

6. Plans pending termination

at 9/30/88 238.4 0.0

7. Rettig liability

Total FY 1988 Reserve for

22.6 0.0

8.

Guaranteed Benefits $3,935.9 $18.6

(l.d. + 2.d. + 3 + 4.c. - 5 + 6 + 7)

Note: Numbers may not add up to totals due to rounding.
* Pre-MPPAA terminations only.

** This item eliminates plans from the valuation because they are no longer ex-

pected to require PBGC trusteeship.

Statement of Actuarial Opinion
It is my opinion that (1) the techniques and methodology used

herein for evaluating the Corporation's actuarial liability for the

single-employer and multiemployer programs are generally

accepted within the actuarial profession; (2) the assumptions used

and the resulting liability totals are, in the aggregate, reasonable

for the purpose of evaluating the financial and actuarial status of

the trust and revolving funds; and (3) this Actuarial Report

represents my best estimate of the Corporation's anticipated

benefits and their liabilities taking into consideration the data

available.

Ronald Gebhardtsbauer, FSA, EA
Chief Actuary, PBGC
Member, American Society of Pension Actuaries

Member, American Academy of Actuaries



FINANCIAL
STATEMENTS

Management's Review of Changes
in the Statements of Operations. For

the year ended September 30, 1988,

PBGC operations resulted in a gain of

$28.9 million compared to a gain of

$2,301.5 million for FY 1987. For

FY 1988, the single-employer program

reported a gain of $5.2 million and the

multiemployer program reported a gain

of $23.7 million. This compares to a

$2,277.9 million gain for the single-

employer program, including a gain of

$1,814.5 million from the restoration of

three LTV plans, and a $23.6 million

gain for the multiemployer program, as

reported for FY 1987.

During FY 1988, the PBGC had a loss

of $57.3 million from plans terminated

and pending termination. The relatively

small loss by historical standards was

primarily due to: (1) no new large plan

terminations included in FY 1988 losses,

and (2) lower estimates for net claims

from certain plans that terminated or

were pending termination in prior

periods. The largest new loss from any

one sponsor was for $27.5 million. The

PBGC's loss experience is highly sensi-

tive to the absence or presence of large

claims.

Premium income increased from

$284.4 million in FY 1987 to

$481.7 million in FY 1988. The addi-

tional income resulted from a single-

employer premium rate increase enacted

in FY 1988.

In the expense item of "losses from

financial assistance" under the

multiemployer program, the PBGC
reports a credit of $6.2 million for

FY 1988 as compared to a credit of

$9.1 million for FY 1987. The credit for

FY 1988 resulted from the elimination of

two plans from the FY 1987 reserve and

the revision of the estimate of the even-

tual assistance that will be needed by

plans now receiving or expected to

receive assistance.

Actuarial charges increased from

$89.3 million in FY 1987 to

$361.6 million in FY 1988. The increase

resulted primarily from a decrease in

the immediate interest rate from

8.25 percent to 7.75 percent, whereas in

the prior year the rate increased from

7.75 percent to 8.25 percent.

Investment income in FY 1988 was

relatively low — $11.7 million —
primarily because of the sharp October

1987 decline in the equity markets.

Management Opinion. PBGC
management has prepared the accompa-

nying Statements of Financial Condition

of the Corporation as of September 30,

1988 and 1987, and the related

Statements of Operations and Changes in

Equity and Statements of Changes in

Financial Condition.



As discussed in the PBGC's Annual

Reports for Fiscal Years 1981 through

1987, the General Accounting Office

(GAO) issued a disclaimer of opinion on

the PBGC Financial Statements for the

year ended September 30, 1980. The

disclaimer was based on (1) material

accounting and estimating problems

(primarily in estimating the liability for

the present value of guaranteed future

benefits), (2) internal control problems,

and (3) other factors beyond the Corpora-

tion's control. The GAO did not assert

that the liabilities reported for the pres-

ent value of guaranteed future benefits

were incorrect, but rather that the

available data, upon which they were

based, were inadequate to provide a

reliable estimate. The GAO has since

observed that significant improvements

have been made and were continuing to

be made.

In the opinion of management, the

Financial Statements present fairly the

financial position of the PBGC at

September 30, 1988, and September 30,

1987, and for the periods then ended, in

conformity with generally accepted

accounting principles and actuarial

standards applied on a consistent basis.

Estimates for pending terminations,

multiemployer financial assistance,

employer liability, due and unpaid con-

tributions, and guaranteed benefits may

have a material effect on the financial

results being reported. In addition, pend-

ing litigation could have a material im-

pact on the financial condition of the

Corporation. The PBGC, however,

believes that its legal positions will be

upheld by the courts. During FY 1988,

three plans sponsored by LTV Steel that

were restored by the PBGC in FY 1987

were returned to the PBGC as trusteed

plans. The PBGC is contesting this action

in the courts and believes it will

ultimately succeed in restoring the plans

to LTV. Therefore, no loss or financial

activity is being reported for these plans

(see Note 10).

After the year ended, a district court

held that Navistar International had

transferred a plan for which the PBGC
currently is trustee to another entity to

avoid unfunded liabilities. Although the

PBGC expects to receive up to

$150 million as a result of this action, no

amount has been accrued in FY 1988

(see Note 12).

As a result of the aforementioned,

these statements are based, in part, upon

informed judgments and estimates for

those transactions not yet complete or

for which the ultimate effects cannot be

precisely measured, and are subject to

the effects of pending litigation.

December 22, 1988.



Statements of Financial Condition

(Dollars in thousands)

Single-Employer

Fund

September 30,

1988 1987

Multiemployer

Fund

September 30,

1988 1987

Total

September 30,

1988 198'

Assets

Investments of revolving funds and

trusteed plans, at market —
- Note 2 $1,918,124 $1,728,387 $122,304 $106,294 $2,040,428 $1,834,68'

Cash 2,103 1,918 13 494 2,116 2,4i;

Premium income receivable -- Note 6 16,927 10,851 345 603 17,272 11,45=

Notes receivable — financial

assistance, net — Note 5

Contributions and employer

liability due from employers

Trusteed plans

Plans pending trusteeship

Other receivables — Note 3 76,497

4,533 3,656 4,533

11,401 22 61 76,519

3,65<

5,327 344,684 1,331 1,139 376,658 345,82

2,095 16,207 18 314 2,113 16,52

n,46:

Investments of terminated plans

pending trusteeship, at market,

net — Note 2

Furniture and equipment, net of

accumulated depreciation

See Notes to Financial Statements.

29,198

2,031

47,955

1,972

433

356

519

491

29,631

2,387

48,47

2,46

$2,422,302 $2,163,375 $129,355 $113,571 $2,551,657 $2,276,94



Statements of Financial Condition

{Dollars in thousands)

Single-Employer

Fund

September 30,

1988 1987

Multiemployer

Fund

September 30,

1988 1987

Total

September 30,

1988 1987

Liabilities

Reserve for present value of

guaranteed future benefits Note 4

Trusteed plans

Terminated plans pending

trusteeship

Estimated net claims for

pending terminations

Reserve for estimated future financial

assistance, net — Note 5

Unearned premium income — Note 6

Accounts payable and accrued

expenses

Equity

Accumulated results of operations -

(deficit)

Commitments and contingencies —
Notes 4, 5, 8, 10, 11, and 12

$3,602,600 $3,164,400 $ 17,700 $ 18,000 $3,620,300 $3,182,400

94,900 153,400 900

108,200 311,500

900 95,800 154,300

108,200 311,500

11,231 18,450 11,231 18,450

3,805,700 3,629,300 29,831 37,350 3,835,531 3,666,650

143,887

16,021

64,621

17,959

6,207

1,300

b^A 150,094

1,783 17,321

70,695

19,742

3,965,608 3,711, 37,338 45,207 4,002,946 3,757,087

1,543,306) (1,548,505) 92,017 68,364 (1,451,289) (1,480,141)

$2,422,302 $2,163,375 $129,355 $113,571 $2,551,657 $2,276,946

See Notes to Financial Statements.



Statements of Operations and Changes in Equity

(Dollars in thousands)

Revenues
Premium income including

penalties and interest — Note 6

Investment and other income —
Note 7

Total

Expenses

Losses (gains) from plans

terminated and pending

termination — Note 8

Losses (gains) from financial

assistance — Note 5

Administrative expenses

Actuarial charges (credits) —
Note 4

Total

Results of operations — income

before infrequent event

Infrequent event arising from

plan restorations — Note 9

Results of operations — income

Accumulated results of operations

— beginning of period — (loss)

Accumulated results of operations

— end of period — (loss)

Single-Employer

Fund

September 30,

1988 1987

Multiemployer

Fund

September 30,

1988 1987

Total

September 30,

1988 198<

$ 464,448 $ 267,576 $17,256 $16,789 $ 481,704 $ 284,36*

5,246 261,172 6,489 3,488 11,735 264,66(

469,694 528,748 23,745 20,277 493,439 549,02!

57,275 (57,838) 135 57,280 (57,70:

48,288 36,245

(6,180)

3,593

(9,069)

3,262

(6,180)

51,881

(9,06

39,50

358,932 86,992 2,674 2,313 361,606 89,30

464,495 65,399 92 (3,359) 464,587 62,04

5,199 463,349 23,653 23,636 28,852 486,98

1,814,514 1,814,51

5,199 2,277,863 23,653 23,636 28,852 2,301,49

(1,548,505) (3,826,368) 68,364 44,728 (1,480,141) (3,781,64

$(1,543,306) $(1,548,505) $92,017 $68,364 $(1,451,289) $(1,480,14

See Notes to Financial Statements.



Statements of Changes in Financial Condition

(Dollars in thousandsI

Single-Employer

Fund

September 30,

1988 1987

Multiemployer

Fund

September 30,

1988 1987

Total

September 30,

1988 1987

Sources of Funds from Operations

Results of operations — income (loss)

Infrequent event arising from

plan restorations

Charges to operations not affecting

cash and investments:

Depreciation

Present value of liabilities

assumed

Actuarial charges (credits)

Increase (decrease) in reserve

for pending terminations

Increase (decrease) in reserve

for future financial assistance

Increase (decrease) in

unearned premiums

Total funds provided by operations

$ 5,199

550

463,349 $23,653 $23,636 $ 28,852

1,814,514

443 54 110 604

486,985

1,814,514

553

342,450

358,932

184,441

86,992 2,674

135

2,313

342,450

361,606

184,576

89,305

(203,300) (1,833,700) (203,300) (1,833,700

(7,219) (10,560) (7,219) (10,560

79,266 2,941 133 1,846 79,399 4,787

583,097 718,980 19,295 17,480 602,392 736,460

Uses of Funds

Additions to furniture and

equipment

Increase (decrease) in other assets

Increase (decrease) in other

liabilities

Increase (decrease) in investments

not in trusteeship

Increase (decrease) in contributions

and employer liability due from

employers and multiemployer

609 266 (81) 127 528 393

71,172 4,337 (297) 257 70,875 4,594

1,938 (4,761) 483 (1,210) 2,421 (5,971

18,757) 2,549 (86) (63) (18,843) 2,486

financial assistance 16,531 96,135 773 454 17,304 96,589

Benefit payments 321,682 300,232 2,974 3,348 324,656 303,580

Total uses 393,175 398,758 3,766 2,913 396,941 401,671

Increase in cash and investments

of revolving funds and

trusteed plans $189,922 $ 320,222 $15,529 $14,567 $205,451 $ 334,789

See Notes to Financial Statements.



Notes to Financial Statements
September 30, 1988 and 1987

Note 1 — Significant Accounting Policies

ERISA requires that the PBGC programs be

self-financing. The Corporation finances its

operations through premiums collected from

ongoing covered plans, investment income,

and the collection of employer liability

payments due under ERISA as amended.

In addition, the PBGC may borrow up to

$100 million from the U.S. Treasury to

finance its operations. The Corporation did

not use this borrowing authority during the

years ended September 30, 1988, or

September 30, 1987, nor is use of this bor-

rowing authority currently planned.

ERISA provides that the U.S. Government

is not liable for any obligation or liability

incurred by the PBGC.
Revolving and Trust Funds. The revolv-

ing and trust funds for each insurance pro-

gram are accounted for on an accrual basis.

The revolving and trust funds have been

combined in the Financial Statements under

the appropriate program. Because the single-

employer and multiemployer programs are

separate entities, gains from one cannot be

used to offset losses from the other.

Asset Valuation and Investment In-

come. Investments are recorded at fair

market value. Receivables are recorded at

estimated value at date of maturity less an

amount for future interest accruals. Any
realized or unrealized gain or loss in the

value of assets, after the date of plan termi-

nation, is included in investment income

in the accompanying Statements of Opera-

tions and Changes in Equity (see Note 2).

Contributions and Employer Liability

Due from Employers. Employer liability

represents the amount due from sponsors of

underfunded terminated plans. Contributions

represent the amounts due for contributions

owed but unpaid prior to termination from

sponsors of terminated plans for which the

PBGC either has assumed or expects to

assume trusteeship. Both are recognized as

receivables as of the date of plan

termination.

The amounts reported are based either on

formal agreements between the PBGC and

appropriate parties or on estimates. Some of

the agreements provide for contingent

payments based on future profits of the

debtors. Any such future amounts realized

will be reported in the period in which they

accrue or are paid.

Premium Income Receivable and
Unearned Premium Income. Premium in-

come receivable, including penalty and in-

terest, represents the earned portion of the

premium for plans that have a plan year

commencing before the end of the PBGC's

fiscal year but for which the premium pay-

ment was not received by fiscal yearend.

Unearned premium income represents

payments received during the fiscal year that

cover the portion of a plan's year after the

Corporation's fiscal yearend (see Note 6).

Financial Assistance. Financial assistance

is recorded as a receivable, net of an

allowance for uncollectibility determined on

a case-by-case basis. If there is a determina-

tion that a multiemployer plan will require

future nonrecoverable financial assistance

and the amount is estimable, an accrual is

made to record the loss (see Note 5).

Present Value of Guaranteed Future

Benefits. The reserve for present value of

guaranteed future benefits includes amounts

for (1) trusteed plans not expected to be

restored, (2) terminated plans pending

trusteeship, and (3) estimated claims for

pending terminations. The latter are reported

on a net basis and are the expected loss

attributable to plans that are expected to

terminate after fiscal yearend with losses

accruing to the Corporation.



Trusteed Plans and Terminated Plans

Pending Trusteeship. The reserve for pres-

ent value of guaranteed future benefits

represents the present value of future

payments of guaranteed benefits for plans

that have terminated as of the end of the

fiscal year, are not expected to be restored,

and for which the PBGC either is or expects

to become trustee.

After the date of plan termination, the

reserve is affected by benefits paid, accrual

of interest due to the passage of time, the

write-off of amounts not recoverable by the

PBGC, changes in actuarial assumptions, and

other factors. The impact of these adjust-

ments is reported as an actuarial charge

(credit) in the Statements of Operations and

Changes in Equity.

Estimated Net Claims for Pending Ter-

minations. This portion of the reserve in-

cludes estimates of the losses, net of

estimated employer liability, from specific

plans that terminated after the Corporation's

fiscal yearend, or that are expected to termi-

nate in the foreseeable future based on (1)

the occurrence of a specific identifiable event

by yearend that has been brought to the Cor-

poration's attention and (2) the expectation

that either one of the distress tests stipulated

under the Pension Protection Act will be met

or the Corporation itself will seek termina-

tion and trusteeship of the plan (see Note 4).

Losses (Gains) from Plans Terminated
and Pending Termination. Amounts
reported as losses from plans terminated and

pending termination on the Statements of

Operations and Changes in Equity represent

the difference between the present value of

guaranteed future benefits assumed, or ex-

pected to be assumed, less related plan assets

and estimated employer liability (see Note 8).

Depreciation. Depreciation of the PBGC's
furniture and equipment is calculated on a

straight-line basis over the estimated useful

lives of the assets. The useful lives range

from 5 to 10 years.

Routine maintenance and repairs are

charged to operations of the current period.

Leasehold improvements (the amounts of

which are not material) are charged to opera-

tions as incurred.

Retirement Plan. All permanent full-time

and part-time employees of the PBGC are

covered by the Civil Service Retirement

System (CSRS) or the Federal Employees

Retirement System (FERS). The Corpora-

tion's monthly contribution to the CSRS plan

equals the 7 percent amount contributed by

employees hired before January 1, 1984, and

14 percent minus the employee contribution

(1.3 percent for FY 1987) for those hired

after December 31, 1983. For those

employees covered by FERS, the Corporation

automatically contributes 1 percent of base

pay to the employee's Thrift Savings account

and matches the first 3 percent and one-half

of the next 2 percent contributed by the

employee. The retirement plan expenses for

FY 1988 and FY 1987 were $1,360,329 and

$1,077,148, respectively.

Full-time and part-time employees with

less than five years service under CSRS and

hired after December 31, 1983, are

automatically covered by both Social Securi-

ty and FERS. Employees hired before

January 1, 1984, participate in CSRS unless

they elected to transfer to FERS by June 30,

1988.

Note 2 — Investments

Premium receipts are credited to the

appropriate revolving fund. To the extent

that such funds exceed current needs, the

PBGC is required to invest these funds in

securities issued or guaranteed by the U.S.

Government.

The trust funds include assets the PBGC
acquires or expects to acquire from termi-

nated plans and employer liability. These

assets, after transfer to a custodian bank, are

invested in equity securities, fixed-income

securities, and real estate.

The basis and types of investments carried

at market value in the Statements of Finan-

cial Condition are shown in the tables

following this note.

The basis indicated is cost, if the asset was

acquired after the date of plan termination,

or market value at date of plan termination,

if the asset was acquired as a result of a

plan's termination.



Investments of Revolving Funds and Trusteed Plans

(Dollars in thousands)

September 30,

1988 1987

Market Market

Basis Value Basis Value

U.S. Government, Government

agencies, and Government-

guaranteed securities $ 905,557 $ 915,391 $ 627,586 $ 623,616

Common stock and other

equity securities 1,003,653 889,837 757,932 981,188

Commercial paper, certificates of

deposit, and other short-term

investments 101,347 101,347 61,136 61,136

Corporate bonds 30,894 31,239 46,154 44,752

Insurance contracts 16,347 13,812 52,262 47,655

Real estate 80,975 70,835 60,076 65,431

Mortgages 64 58 269 273

Obligations of

foreign governments 37 35 16 17

Accrued investment income 17,874 17,874 10,613 10,613

Investments of revolving

funds and trusteed plans $2,156,748 $2,040,428 $1,616,044 $1,834,681

Investments of Terminated Plans Pending Trusteeship

(Dollars in thousands)

September 30,

1988 1987

Market Market

Basis Value Basis Value

U.S. Government, Government

agencies, and Government-

guaranteed securities $ 921 $ 921 $ 3,574 $ 3,574

Common stock and

other equity securities 11,873 11,878 16,661 16,716

Commercial paper, certificates of

deposit, and other short-term

investments 4,661 4,661 3,158 3,158

Corporate bonds 6,563 6,639 2,428 2,481

Insurance contracts 5,059 5,104 22,156 22,191

Real estate 187 187

Mortgages 47 48 17 17

Accrued investment income 72

$48,066

72

Total investments $29,311 29,438

248

48,209

Cash

Other receivables 10 323

Total assets 29,696 48,532

Liabilities 65 58

Investments of terminated plans

pending trusteeship — net $29,631 $48,474



Note 3 — Other Receivables

The Corporation's other receivables for

revolving funds and trusteed plans are

shown in the following table:

Other Receivables

(Dollars in thousands)

September 30,

1988 1987

Due from sale of securities $ 3,381 $ 9,604

Installments due from

insurance companies 830 914

Due from plans to be

restored 71,074

Miscellaneous 1,234 944

Other receivables $76,519 $11,462

Estimated Net Claims for Pending
Terminations. This amount represents the

estimated present value of future guaranteed

benefits to be assumed less the estimated

value of related plan assets and estimated

employer liability of specific plans that are

expected to terminate in the foreseeable

future.

Factors that are presently not fully deter-

minable may be responsible for actual ex-

perience differing from the estimates used.

These estimates have been prepared for

financial statement purposes only, and

should not be relied upon for other purposes.

For FY 1988 and FY 1987, they were ad-

justed to the expected dates of termination.

The following table details the components

that make up these estimated losses:

Note 4 — Reserve for Present Value of

Guaranteed Future Benefits and
Estimated Net Claims for Pending

Terminations

Trusteed Plans and Terminated Plans

Pending Trusteeship. The reserve for pres-

ent value of guaranteed future benefits is

computed using the actuarial assumptions

prescribed in the PBGC's Valuation of Plan

Benefits Regulation (29 CFR 2619). The

interest rate used reflects market conditions

on September 30, 1988. (See table on p. 46.)

A significant portion of the reserve is based

upon estimated liability because, in many
cases, the PBGC has not yet made a final

benefit determination. Changes in these

estimates are reflected in the fiscal year in

which the benefits are actuarially determined

or reestimated by the PBGC. For fiscal

yearend values, this estimation technique in-

cludes changes in interest rates assumed,

benefit payouts subsequent to the valuation

date, mortality, interest accumulation on

liabilities, and changes in available data.

In FY 1988, the reserve was calculated on

an individual participant basis for most plans

with final benefits determined and paid

directly by the PBGC and, in the case of cer-

tain large plans, for participants in pay

status. See the discussion on valuation

methods in the Actuarial Report.

The immediate interest rates used in the

actuarial assumptions were 7.75 percent as of

September 30, 1988; 8.25 percent as of

September 30, 1987; and 7.75 percent as of

September 30, 1986. Comparable changes

were made to the rates used to value de-

ferred annuities.

Estimated Net Claims

for Pending Terminations

(Dollars in thousands)

September 30,

1988 1987

Estimated present value

of guaranteed benefits

Less:

Estimated plan assets

available and

recoveries from

employers

Estimated net claims for

pending terminations

$238,386 $663,086

130,186 351,586

$108,200 $311,500

A number of large-plan sponsors are ex-

periencing financial difficulties that could

result in terminations affecting the PBGC's
financial condition. No provision has been

made in the Financial Statements for the

possible termination of these plans because

the likelihood of these liabilities occurring

cannot be estimated with sufficient

reliability.



Analysis of the Reserve for Present Value of Guaranteed Future Benefits for the Years Ended

September 30, 1988, and September 30, 1987

(Dollars in millions}

Single-

Employer

Multi-

employer Total

September 30,

1988 1987

September 30,

1988 1987

September 30,

1988 1987

Actuarial charges (credits):

Expected interest and effect

of experience results

Change in interest rate used

to value benefits

Change in data and methods

Total actuarial charges

(credits) per Statements

of Operations and

Changes in Equity

Increase during year

attributable to net

benefits guaranteed and

in pending terminations

Decrease due to restoration

Benefits paid

Net increase (decrease)

Balance at beginning

of year

Balance at end of

year

Note 5 — Reserve for Estimated Future

Financial Assistance and Losses from
Financial Assistance

The reserve for estimated future financial

assistance is for nonrecoverable future

payments the PBGC expects to make to

multiemployer plans that have notified the

Corporation of their financial difficulties.

The reserve is the difference between the

present value of guaranteed future benefits

and the market value of plan assets of those

plans that are expected to require future

nonrecoverable financial assistance. Assets

include both the plan assets as of

$ 249.5

164.5

(55.1)

$ 278.8

(162.5)

(29.3)

1.6

0.3

0.8

1.8

(0.5)

1.0

$ 251.1

164.8

(54.3)

358.9 87.0 2.7 2.3 361.6

September 30, 1988, and the present value of

additional amounts expected to be paid by

plan sponsors.

The losses from financial assistance include

provisions for estimated future financial

assistance and reserves recorded for

nonrecoverable current financial assistance.

Plans presently receiving financial

assistance are analyzed to determine if ad-

vances are recoverable. If advances are

deemed uncollectible, losses are recorded.

Also, if losses of the plans requiring future

financial assistance are both probable and

estimable, those losses are recorded.

$ 280.6

(163.0)

(28.3)

89.3

139.2

0.0

(321.7)

165.2

(1,814.5)

(300.2)

(1,862.5)

5,491.8

0.0

0.0

(3-0)

(0.3)

18.9

0.1

0.0

(3.3)

(0.9)

19.8

139.2

0.0

(324.7)

165.3

(1,814.5)

(303.5;

176.4

3,629.3

176.1

3,648.2

$3,824.3

(1,863.4)

5,511.6

$3,805.7 $3,629.3 $18.6 $18.9 $3,648.2



Notes Receivable —
Financial Assistance, Net

(Dollars in thousands)

September 30,

1988 1987

Financial assistance

advanced during

the year

Less: Principal

payments received

Plus: Interest accrued

during the year and

not paid

Subtotal

Balance of notes

receivable plus

accrued interest,

net at beginning

of year

Balance of notes

receivable plus

accrued interest, net

at end of year

Reserve for

uncollectible amounts

Notes receivable,

financial assistance,

net

1.502 $1,554

1,001 1,144

2.503 2,698

8,925 6,227

11,428 8,925

(6,895) (5,269)

$ 4,533 $3,656

Reserve for Present Value of Estimated

Future Financial Assistance and
Losses from Financial Assistance

(Dollars in thousands}

September 30,

1988 1987

Changes in reserve:

Losses (gains) from

financial assistance

Financial assistance

granted during the

year (previously

accrued)

Balance of estimated

future financial

assistance at

beginning of year

Balance of estimated

future financial

assistance at end of

year

$(6,180) $(9,069)

;i,039) (1,491)

18,450 29,010

$11,231 $18,450

Note 6 — Premium Income

Single-Employer Program. The premium
was increased from $2.60 to $8.50 per par-

ticipant per year effective for plan years

beginning on and after January 1, 1986.

Similarly, effective January 1, 1988, the

premium was raised from a fixed rate of

$8.50 per participant per year to $16.00 per

participant per year plus a variable rate of up

to $34.00 per participant based on $6 per

$1,000 (or fraction thereof) of unfunded

vested benefits.

Multiemployer Program. The

multiemployer premium rate is as follows:

Plan Years Beginning

9/27/86 - 9/26/88

9/27/88 and after

Premium Rate

Per Participant

Per Year

$2.20

$2.60

For both programs, ERISA provides that

the PBGC shall continue to guarantee basic

benefits despite the failure of a plan ad-

ministrator to pay premiums when due. The
PBGC assesses a substantial penalty for late

payment as well as underpayment. Interest is

also charged. All of these items, less refunds,

are included in premium income.

Note 7 — Investment and Other Income

The following table itemizes investment

and other income reported in the Statements

of Operations and Changes in Equity:

Investment and Other Income
(Dollars in thousands)

September 30,

1988 1987

Interest, dividends,

and other income

Realized and

unrealized gains and

losses

Investment and other

income

$106,163 $ 87,878

(94,428) 176,782

$ 11,735 $264,660



Note 8 — Losses (Gains) from Plans

Terminated and Pending Termination

Amounts reported as losses represent the

difference between the present value of

guaranteed future benefits assumed and both

related plan assets and employer liability.

The following table details the components

that make up the losses:

Losses (Gains) from Plans Terminated

and Pending Termination

(Dollars in thousands)

September 30,

1988 1987

Plans terminated:

Present value of

guaranteed benefits

assumed $340,951 $184,576

Less: Plan assets

acquired 56,033 175,245

Plan asset

insufficiency 284,918 9,331

Less: Estimated

recoveries from

employers 24,338 47,848

Subtotal 260,580 (38,517)

Changes in provision

for pending

terminations (203,300) (19,186)

Losses (gains) from

plans terminated and

pending termination $ 57,280 $ (57,703)

Note 9 — Infrequent Event Arising from

Court Order Vacating Plan Restorations

During FY 1988, the U.S. District Court

for the Southern District of New York

ordered that the restoration for three plans of

one sponsor be vacated. The restoration of

these plans was reported as an infrequent

event in the FY 1987 Statements of Opera-

tions and Changes in Equity, in the amount

of $1,814.5 million. See Note 10 for a discus-

sion of the litigation.

Note 10 — Pending Litigation

Currently pending litigation could have

significant financial implications for the

single-employer program. A major issue is

whether certain individuals or groups of in-

dividuals were wrongly denied benefits.

As previously discussed in this Report,

litigation is continuing over the PBGC's

restoration of three LTV Steel pension plans.

The PBGC currently is appealing to the

U.S. Court of Appeals for the Second Circuit

a federal district court decision vacating the

restoration of these plans. The PBGC expects

restoration to be upheld and, therefore, has

excluded both the losses attributable to the

termination and the activity of the plans

since termination from its financial

statements. If the restoration is not upheld,

the PBGC's financial results would reflect

the plans' net claims and results of opera-

tions since their original termination, as

follows:

Schedule

(Dollars in thousands}

Guaranteed benefits $3,297,704

Trust assets 1,091,379

Unfunded liabilities $2,206,325

Investment income $298,584

Actuarial charges $245,500

Administrative expenses $ 8,419

Benefit payments from the original termi-

nation of the three plans to September 30,

1988, equal $550.3 million.

In the event that restoration is not upheld,

the PBGC would seek to recover the full

amount of the plans' unfunded liabilities

from LTV and its affiliates. This, in turn,

could be expected to result in litigation, the

outcome of which cannot be predicted with

any certainty. Published reports have stated

that LTV is prepared to offer the PBGC
various securities having a nominal value of

$ 1 billion in settlement for the three plans

that are being restored and another plan that

has been terminated but not restored. The

actual value of this offer cannot be deter-

mined at this time with any degree of

accuracy.

However, President Reagan's FY 1990

Budget reflects the fact that the PBGC is now

paying benefits to the LTV retirees and the

nominal value of the reported settlement

offer. Budget documents must include these

estimates while the Financial Statements

reflect management's best estimate of the

financial condition of the Corporation.



Although management and counsel believe

that the PBGC's position in these matters

will be upheld by the courts, neither can

predict with certainty the final outcome of

this litigation. The ultimate resolution of

these legal matters, however, may have a

material impact on the financial condition of

the Corporation and the results of operations

as reported in the Financial Statements.

Note 1 1 — Commitments

The PBGC leases its office facility under a

commitment that expires on December 31,

1993. Annual payments during the period

October 1, 1988, to December 31, 1993, are

expected to average $4,052,000.

Note 12 — Subsequent Event

Subsequent to yearend, the U.S. District

Court for the Northern District of Illinois

issued a decision upholding the PBGC's

claim that a sponsor cannot transfer a plan to

another entity to avoid the unfunded pension

liabilities. As a result of this decision, the

PBGC expects to receive up to $150 million,

which amount has not been included in

these financial statements.
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Financial Highlights

(Dollars in millions}

Year Ended September 30,
Single-Employer Fund

1988 1987 1986 1985 1984 1983 1982 1981 1980

Total assets $2,422.3 $2,163.4 $1,740.3 $1,154.6 $1,063.3 $1,084.9 $ 772.8 $467.4 $429.5

Reserve for guaranteed

benefits 3,805.7 3,629.3 5,491.8 2,447.0 1,496.6 1,570.0 1,076.0 637.0 506.0

Accumulated results of

operations (loss) — end

of period (1,543.3) (1,548.5) (3,826.4) (1,325.3) (462.0) (523.3) (332.8) (188.8) (94.6

Premium income 464.4 267.6 201.4 81.7 80.5 81.5 79.6 75.0 71.2

Investment and other income 5.3 261.2 261.7 129.3 29.7 188.3 96.2 (5.4) 22.3

Actuarial charges (credits) 358.9 87.0 524.3 383.2 (23.2) 265.7 92.7 2.5 (4.4

Losses (gains) from plans

terminated and pending

termination 57.3 (57.8) 2,406.7 657.9 41.7 167.4 202.9 140.6 26.3

Benefit payments 321.7 300.2 260.5 170.2 169.3 136.6 94.2 56.8 36.7

Administrative expenses 48.3 36.2 33.2 33.2 30.3 27.2 24.2 20.6 19.8

Infrequent event 0.0 1,814.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Income over (under) expenses 5.2 2,277.9 (2,501.1) (863.3) 61.3 (190.5) (144.0) (94.2) 51.8

Investments — revolving funds

and trusteed plans 1,918.1 1,728.4 1,409.6 953.6 831.9 759.1 538.1 353.5 294.1

Number of participants in

terminated plans receiving

benefits at end of the year 110,300 109,700 90,750 74,800 64,700 55,400 50,900 36,400 28,000

Year Erided September 30,
Multiemployer Fund

1988 1987 1986 1985 1984 1983 1982 1981 1980

Total assets

Reserve for guaranteed benefits

Reserve for future financial

assistance

Accumulated results of operations

(loss) — end of period

Financial assistance outstanding —
net

Premium income

Investment and other income

Actuarial charges (credits)

Losses (gains) from plans terminated

and pending termination

Losses (gains) from financial

assistance

Benefit payments

Administrative expenses

Income over (under) expenses

Investments — revolving funds and

trusteed plans

Number of participants receiving

benefits at end of the year

Number of plans that received

financial assistance

Number of participants in plans

receiving financial assistance

Number of participants receiving

benefit payments in plans

receiving financial assistance

129.4 $113.6 $98.3 $78.4 $60.8 $52.4 $40.3 $28.0

18.6 18.9 19.8 21.7 22.0 25.0 26.8 27.0

11.2 18.5 29.0 25.1 19.4 19.0 0.0 0.0

92.0 68.4 44.7 26.7 17.2 6.0 11.1 (1.3)

4.5 3.7 2.8 2.2 1.5 0.9 0.3 0.3

17.3 16.8 14.7 14.2 12.2 12.8 12.8 11.7

6.5 3.5 14.0 9.1 3.4 6.8 5.5 (0.1)

2.7 2.3 1.5 3.2 1.1 2.0 3.4 0.4

0.0 0.1 (0.1) 0.0 (0.4) 0.3 (0.6) 1.6

(6.2) (9.1) 5.7 6.4 0.6 19.1 0.0 0.0

3.0 3.3 3.3 3.5 3.6 3.8 4.5 4.3

3.6 3.3 3.6 4.2 3,0 3.2 3.2 2.3

23.7 23.6 18.0 9.5 11.2 (5.1) 12.3 7.3

122.3 106.3 92.1 71.5 53.0 45.4 34.0 22.2

2,500 2,800 3,250 3,100 3,400 3,500 3,800 4,000

3 6 5 3 2 2 1 1

8,200 10,800 12,000 11,800 11,800 12,700 13,000 13,600

6,700 8,400 8,500 8,500 8,500 9,300 9,600 10,100

Note: Financial Statements appear on pp. 36 through 49.



Photo Credits

AFL-CIO

American Iron and Steel Institute

American i' 1 troli um Institute





::•:••

mcourage

private pensions

Provide

timely benefits

Maintain

adequate

lowpremiums

Pension

Benefit

Guaranty

Corporation

mSm

1989 Annual Report



Contents

Highlights

Letter of Transmittal-

A Healthier Insurance System-

Single-Employer Reforms Take Hold.

Strong Multiemployer Protection

Policing the Pension Promise

Productive Investments

Actuarial Report

Financial Statements-

Organization

Financial Summary.

. 1

. 3

. 4

.10

.14

.16

.20

.23

.32

.50 Assets and Liabilities

(Dollars in billions)

S6
—

$4
—

$2
—

I

85 86 87 88 89

Assets Liabilities



Highlights

1989's record revenue of $1 billion

from premium and investment income

increased the total assets of PBGC's two

insurance programs to more than $3.2 billion

and reduced the accumulated deficit by

about 30 percent to $1 billion.

• PBGC's results exclude potential

Single-Employer and Multiemployer Programs Combined

(Dollars in millions)

losses attributable to three pension plans of

The LTV Corporation, which are under-

funded by about $2 billion. The agency took

the case to restore the plans to the

U.S. Supreme Court because of abuse of the

insurance system.

Very strong investment markets

produced a 19.6 percent return, which

increased net income by approximately

$250 million over expectations. Investment

performance was the major contributor to

1989's improvement since increased

premium revenues were offset by increased

termination losses.

PBGC paid about $356 million in

benefits to more than 109,000 participants

and is obligated to pay another 122,000

people when they become eligible for benefit

payments in the future. In addition, about

60,000 retirees in the three LTV plans

received about $320 million in benefits.

1988 1989 Change

Summary ofOperations

$ 481.7

$ 2.9

$ 28.8

$ 2,551.6

$ 4,002.9

$(1,451.3)

$359.5

112,800

217,000

79

1,465

$ 623.6

$ 441.6

$ 451.0

$ 3,220.0

$ 4,220.3

$(1,000.3)

$355.5

109,080

231,000

46

1,511

Premium Income

Investment Income

Net Income

Financial Position

29.5%

15,127.6%

1,466.0%

Total Assets

Total Liabilities

Accumulated Deficit

Insurance Activity

26.2%

5.4%

-31.1%

Benefits Paid

Participants Paid

Participants Owed Benefits

New Underfunded Terminations

Accumulated Terminated Plans

(trusteed and expected to be trusteed)

-1.1%

-3.3%

6.5%

-41.8%

3.1%

plans terminated, compared to 79 in 1988.

PBGC has trusteed or expects to trustee a

total of 1,511 terminated plans.

Terminations of fully funded

pension plans increased from last year with

11,400 filings.

The multiemployer program

continued steady financial improvement,

gaining over $30 million to build an

accumulated surplus of $123 million.

Tl» Bbrary of ths
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The President

The White House

Washington, D.C. 20500

The Honorable Dan Quayle

President of the Senate

Washington, D.C. 20510

The Honorable Thomas S. Foley

Speaker of the House of Representatives

Washington, D.C. 20515

Gentlemen:

We are pleased to submit the 15th Annual Report of the Pension Benefit

Guaranty Corporation (PBGC) as required by the Employee Retirement Income

Security Act of 1974. This report includes the Corporation's financial statements

as of September 30, 1989.

Fiscal Year 1989 was a profitable year for PBGC. Increased revenues from

premiums, unusually strong investment results, and moderate losses from plan

terminations enabled the agency to reduce the deficit by about 30 percent.

Defined benefit pension plans are healthier than ever before. PBGC,

however, remains exposed to the risk of some large underfunded pension

plans, including three plans with combined underfunding of $2 billion that are

currently before the Supreme Court. In order to reduce the risk, the agency is

determined to encourage better funding of pension plans and to make it more

difficult for employers to terminate these underfunded plans.

As we continue to protect the pensions of workers and retirees, we look

to the future with greater confidence. This confidence is based on the soundness

of defined benefit pension plans, the recent legislative changes that reinforced

the program, and the quality and dedication of the PBGC staff.

Sincerely yours

Elizabeth Dole

Secretary of Labor

Chairman of the Board

:2£

James B. Lockhart III

Executive Director
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1 he Pension Benefit Guaranty Corporation (PBGC) protects the pen-

sions of nearly 40 million American workers in about 100,000 private sector

defined benefit pension plans-the type of pension that promises to pay

specified retirement benefits.

The Employee Retirement Income Security Act of 1974 (ERISA) gave

PBGC three important missions:

to encourage the continuation and maintenance of voluntary private

pension plans for the benefit of their participants;

to provide timely and uninterrupted payment of pension benefits; and

to maintain premiums at the lowest level necessary to carry out the

agency's obligations.

Those missions continue to be the Corporation's mandate in the nineties.

Although government-owned, PBGC is similar to a mutual insurance

company. Policy-holders-American businesses with defined benefit pension

plans-support the agency through their premiums and bear fundamental

responsibility for providing retirement security for their workers and retirees.

In turn, PBGC is responsible for encouraging employers to continue their plans

and protecting the retirement incomes of workers whose employers are unable

to do so.

PBGC's financial condition is important both to employers and employ-

ees. Losses in recent years have fueled a growing deficit for the Corporation as

liabilities outstripped assets. Employers have shared in PBGC's losses by hav-

ing their premiums raised. PBGC has an obligation to policy-holders, which is

codified in ERISA, to control its premiums and, consequently, its costs. A

stable insurance program guarantees workers and retirees that their retirement

incomes are safe.

Given these responsibilities, the agency set four major goals during

Fiscal Year 1989:

effective legal, investment, and operating management to reduce

PBGC's deficit and prevent a future crisis

no increase in PBGC insurance premiums

prevent abuses by clarifying PBGC's insurance coverage and

continuing strong enforcement

participate with other government and private sector groups to

encourage the growth of defined benefit plans

The financial results for the year offered a promising start toward these goals.

Financial Gains

Increased premium revenues, the absence of very large losses from plan

terminations, and, most importantly, strong investment results enabled PBGC

to sharply reduce a deficit that had grown in recent years. At the end of

FY 1989, PBGC had assets of about $3.2 billion and liabilities of about $4.2 billion,

reducing the accumulated deficit by about 30 percent to $1 billion. These

Single-Employer Program Assets and Liabilities

(Dollars in billions)
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results exclude potential losses attributable to three pension plans of The

LTV Corporation, which are the subject of a pivotal case before the

U.S. Supreme Court.

The agency's two insurance programs are funded and administered

separately. During 1989, the single-employer program continued to dominate

the agency's financial results. Revenues of $990 million, the largest annual

income in the program's history, produced net income of about $420 million.

Premiums paid by single-employer plans during 1989 increased to over

$600 million. This was the first fiscal year for which the variable-rate premium

created by the Pension Protection Act of 1987 was fully effective. Employers

now pay a flat annual rate of $16 per pension plan participant plus a variable

charge (based on unfunded vested benefits) up to a maximum total premium

of $50 per participant. Premium payments averaged about $19 per covered

participant in 1989.

Although losses almost tripled from $57 million in 1988 to $163 million in

1989, they were still at acceptable levels because no major plans terminated.

Most of 1989's growth in losses was due to an increase in plans pending

termination.

As the increase in premiums was offset to a large extent by the increase

in losses, investment performance was the major contributor to 1989's improve-

ment. PBGC's investments, totaling nearly $2.5 billion in the two programs,

provided about $442 million in income due to strong stock and bond markets

compared to $3 million the previous year. Neither 1988 nor 1989 was typical as

returns of about 7.5 percent or $185 million per year are normally expected.

The multiemployer program continued to show positive results, gaining

about $30 million to end the year with an accumulated surplus of about

$123 million.

Improving Service

PBGC is dedicated to continually improving the quality of service to

those who rely on it for benefit payments. During the past 15 years, PBGC has

trusteed about 1,500 plans, and presently pays pensions to about 109,000

retirees. Another 122,000 workers will be paid when they reach retirement

age. If participants in three LTV Steel Company pension plans in litigation are

included, the numbers of participants receiving and owed benefits would

increase by about 40 percent.

PBGC paid about $356 million in benefits during FY 1989. In addition

while the LTV case is contested, approximately 60,000 LTV retirees received

benefit payments totaling about $320 million from LTV Steel pension plans and

PBGC's assets. PBGC also provided about $1.3 million in financial assistance

to 3 multiemployer plans currently paying benefits to 6,000 participants.

Single-Employer Premiums

$50 Maximum

$19 Average

$8.50

>1.00
$260
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During 1989, PBGC focused on participant services with a reorganized

and expanded staff to provide benefit information and improve communications.

Preventing Abuse

PBGC worked on several fronts to protect the pensions of American

workers and the insurance programs from loss due to pension underfunding or

abuse. PBGC's strategy for preventing losses combines three aspects:

encouraging sponsors to fund their plans better

making it more difficult for companies to terminate underfunded

plans

increasing recoveries when a plan is terminated

Under the guidance of its new Deputy Executive Director and Chief

Negotiator Diane E. Burkley, PBGC has brought powerful new enforcement

tools to negotiations with companies to encourage them to fund ongoing

pension plans. Under the Pension Protection Act of 1987, the employer and

each member of the employer's controlled group is jointly and severally liable

for the funding of an ongoing single-employer plan. Moreover, PBGC has the

authority to obtain a lien against the assets of the employer and its controlled

group if more than $1 million in missed contributions is owed. The combination

ofjoint-and-several funding liability and lien authority has enabled PBGC to

negotiate substantial pension contributions by parent companies of bankrupt

subsidiaries to avoid termination or, if not, reduce underfunding prior to

termination.

Liability at termination for plan underfunding is also joint-and-several

among controlled group members, and PBGC has vigorously enforced that liability

or negotiated substantial settlements.

When necessary, PBGC also pressed legal action to protect the insurance

system. In particular, PBGC took the case with The LTV Corporation over

restoration of three terminated pension plans to the Supreme Court, which

agreed to hear the case. At issue is whether a company can establish Mow-on
pension arrangements that effectively replicate a terminated plan, but with

PBGC bearing much of the cost. If LTV is allowed to have such arrangements,

other companies will have a powerful incentive to terminate their underfunded

plans, with grave consequences for the pension insurance program. PBGC has

asked the Court to affirm the agency's broad authority to prevent such abuse.

Carol Connor Flowe, PBGC's General Counsel, will be arguing this case before

the Court.

Internal Controls: PBGC acted to assure the public, and particularly the

employers whose premiums support the insurance programs, of the integrity of

its employees and operations.

In 1989, in response to a change in law, PBGC established an Inspector

General with expanded powers to audit and investigate PBGC operations. The

Single-Employer Program Benefits

(Dollars in millions)
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Inspector General, Wayne Robert Poll, reports directly to the Executive Director

and to the Congress. He is responsible for detecting and preventing fraud,

misuse of agency resources, and other unethical or criminal conduct. The

Inspector General also evaluates the agency's programs and operations to

identify deficiencies, recommend improvements, and monitor the agency's

progress in taking the necessary corrective actions. His first report to Congress

reported no significant issues.

PBGC maintains systems and procedures to safeguard its resources, assure

adherence to applicable laws and regulations, and promote operational econ-

omy and efficiency. In 1990, PBGC will start a thorough assessment of internal

controls under the guidance of Deputy Executive Director Douglas R. Cannon.

The Future of Defined Benefit Plans

A recent magazine editorial commented, ". . . it would be a brave, perhaps

even foolish, corporate executive who starts a defined benefit plan for his or

her employees today. .

."

A newspaper report told of a machine shop operator in Maine who,

"because of the regulatory headaches involved, had dropped his defined bene-

fit pension plan and replaced it with a defined contribution plan without

complaint from his workers."

Stories such as these illustrate some of the problems facing defined

benefit plans today. Ironically, defined benefit plans have never been healthier,

with assets of about $1 trillion covering benefit promises of about $750 billion.

Indications are that defined benefit plans are not growing and, at best,

may be reaching a plateau. The number of PBGC-insured plans has been

dropping in recent years.

Annual filings for terminations of fully funded plans have been slowly

climbing to a high level of above 11,000. Of these, slightly fewer than 9,000

complied with legal requirements for processing. However, cases involving

reversions of more than $1 million in excess assets to an employer continued

to decrease from the peak year in 1985, and the majority of participants

in these plans continue to be covered under new defined benefit plans.

The decline in small defined benefit plans has been particularly dramatic.

In addition, since 1980, the proportion of employees with pension plans whose

primary retirement vehicle is a defined benefit plan has slipped from 80 percent

to 70 percent.

A number of factors may be involved in the shift from defined benefit

plans. According to Department of Labor research, changing employment

patterns, and particularly the trends toward smaller businesses and service

industries, account for about half of the shift from defined benefit plans. While

other complaints are cited, such as frequent and costly changes in the regulatory,

tax, and legal environment for pensions, there has been no conclusive analysis

of factors affecting the shift.

Primary Plan Coverage:

Defined Benefit vs. Defined Contribution

(% ofParticipants)

80% —

60%

20%

81 83 85 87

Defined Benefit 85 Defined Contribution

Source: unpublished data from the

U.S. Department of Labor



PBGC has initiated several studies to isolate the problems and begin the

search for solutions. These studies, to be completed in 1990, include an

analysis of the shift from defined benefit to defined contribution plans and its

relationship to employment patterns; an examination of administrative costs

for defined benefit and defined contribution plans and their effect on the shift;

an analysis of the reasons for plan formation and termination; and a study of

the relationship between leveraged buyouts and terminations of defined bene-

fit plans.

Defined benefit plans may not be suitable for all companies, but can be

beneficial in companies with appropriate demographics. Defined benefit plans

can help many employers by providing workforce stability and promoting

employee loyalty. For employees, defined benefit plans offer predictable retire-

ment income, with protection against the uncertainty and volatility of investment

risk backed by federal pension insurance. As a step towards encouraging private

pension plans, PBGC produced two new plain-language publications in coop-

eration with the Department of Labor and the Internal Revenue Service. One,

entitled "Your Pension," provides general information for employees on pension

plans and their pension rights. The other booklet, entitled "The Employer's

Pension Guide," is a basic primer on defined benefit plans for companies

considering starting a retirement program.

The Road Ahead

While much remains to be done, FY 1989 offered a promising view of the

road ahead. PBGC made a smooth transition to a new management team

determined to build with strong enforcement upon the reforms and the successes

of the previous team. The overriding goal is to reduce PBGC's deficit and keep

pension insurance claims manageable within the present premium structure.

At the same time, PBGC continues to face large potential risks caused by

underfunded pension plans. Loss of the LTV case, for example, could more

than double the agency's deficit by forcing PBGC to assume the unfunded

obligations of the three LTV plans and of other plans subsequently terminated

by companies following LTV's lead. Even though defined benefit plans are

overfunded by some $250 billion in the aggregate, pension underfunding in

specific large plans is estimated to total $20 billion to $30 billion. This

exposure is concentrated in the airline, steel, and automobile industries.

The key to PBGC's future health will be the ability to resist abuses of the

insurance programs and to avoid significant new losses. The outcome of the

LTV case will be critical in this effort. In addition, with more realistic premi-

ums and new tools to protect the insurance program and the pensions of

workers and retirees, PBGC is in a better position to confront the future.
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Single-Employer Reforms Take Hold
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./he single-employer program moved ahead with PBGC strictly enforcing

new standards and trying to restrain terminations of underfunded plans. This

program covers about 31 million participants in about 100,000 plans. Single-

employer plans typically are maintained by one employer or by a group of

employers under common control.

Funding Gains

Under the funding standards created by ERISA and recent reforms, along

with investment gains, single-employer defined benefit pension plans have

shown continuing improvement in their funding status. On average, PBGC

estimates that, in 1989, plans were funded at 145 percent of vested liabilities,

as compared to about 107 percent a decade earlier. Between 1980 and 1989,

the proportion of all single-employer plans that were fully funded for vested

benefits increased from 53 percent to an estimated 81 percent. About

86 percent of plan participants were estimated to be in fully funded plans in

1989, as compared to two-thirds in 1980. By 1989, only 3 percent of all single-

employer plans, with 1 percent of all participants, were funded for less than

50 percent of vested benefits.

Plan Termination

Previously, an employer could terminate a single-employer defined bene-

fit plan without regard to the plan's funding status. Pension reforms enacted in

1986 and 1987 created new requirements that sharply restricted employers'

ability to terminate underfunded plans voluntarily. Now, they may do so only if

the sponsor and each member of its controlled group, if any, meets the criteria

for a "distress" termination.

To terminate an underfunded plan in a distress termination, the employer

must satisfy either PBGC or a bankruptcy court that it meets stiff financial

hardship tests evidencing that it will have to liquidate if the plan is not termi-

nated. If the employer can not satisfy these tests, it can not terminate the

plan. PBGC, though, may itself seek "involuntary" termination of an underfunded

plan when necessary to protect the interests of the participants or of PBGC.

Distress and Involuntary Terminations

Fewer employers attempted to meet the tighter standards for termina-

tion of underfunded plans in 1989. PBGC agreed to the termination of 46

underfunded plans in 1989, down from 79 in 1988. Termination for many of

these plans had begun in earlier years.

In those cases considered for involuntary termination, PBGC's strict

application of the standards assured that termination occurred only when

there were no other options.

Plans Trusteed by PBGC
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When an underfunded plan is terminated, PBGC will seek trusteeship of

the plan either through agreement with the plan administrator or through a

court order. Plans terminated in one year frequently are trusteed in a subse-

quent year. As trustee, PBGC administers plan records, pays benefits to partici-

pants when due, acquires plan assets, and recovers amounts due the plan from

the employer or members of the employer's controlled group.

PBGC trusteed 60 plans in FY 1989, most of which terminated in prior

years. As of the end of the year, PBGC had trusteed 1,431 terminated single-

employer plans plus 10 multiemployer plans. PBGC expects to trustee another

70 terminated plans that would bring the total to 1,511. There are an additional

25 single-employer plans pending termination.

Standard Terminations

PBGC received 11,400 notices of standard terminations of fully funded

plans in FY 1989, approximately 600 more than in the previous year. PBGC

completed processing more than 8,500 standard termination cases, almost

1,000 more than in FY 1988. In a standard termination, the employer must

offer to purchase annuities for all benefits earned by participants.

Plan terminations resulting in large reversions of surplus assets to employ-

ers continued to decline from their peak in 1985. Projected for the year, total

reversions amounted to about $1 billion as compared to $6.6 billion in 1985.

Less than 200 plans are projected to terminate with reversions in excess of

$1 million as compared to 248 the previous year and 582 in 1985. These large

reversion cases remained a small proportion of all standard terminations,

involving less than 4 percent of the nearly 40,000 plans terminated from 1985

through 1989.

Rettig Settlement

PBGC continued to make significant progress toward completing the

1987 agreement settling the Mtig-Pkch class action lawsuit. PBGC agreed to

pay certain eligible participants 65 percent of previously denied benefits

according to a schedule included in the agreement. PBGC met the agreement's

July deadline for reviewing about 32,000 plans that terminated during the years

1976 through 1981 but were not trusteed by PBGC. The agency found 200 of

these plans to be potentially affected by the agreement and is calculating

the settlement benefits due the plans' participants. PBGC is on schedule to

complete all benefit calculations by July 26, 1993.
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Appeals Board

PBGC's Appeals Board reviews and decides appeals of initial agency

determinations concerning plan coverage, participants' rights to guaranteed

benefits, and employers' liability to PBGC for unfunded benefits. Aggrieved

parties are allowed 45 days after the date of the initial determination to file

an appeal or request an extension of the filing deadline. Appeals Board decisions

are final agency decisions and are subject to review by a U.S. District Court.

The 488 appeals cases docketed during the year were up from 278 cases

in FY 1988. The Board closed 368 cases during the year.

The increase in appeals was primarily due to participants disputing

PBGC determinations of guaranteed benefits due under the single-employer

program and benefits separately due under the Rettig Settlement. The appeals

are a natural result of successful efforts to increase the number of guaranteed

benefit determinations. Recent improvements in communications and other

services to participants should result in fewer appeals in future years.

Participant Services

PBGC expanded and reorganized all participant services to expedite

processing of participants' benefits and to enhance communication with par-

ticipants. The agency also increased the actuarial staff and improved computer-

based resources to provide quicker and more accurate benefit determinations

to participants.

PBGC also completed a revision of standard correspondence to provide

participants with simplified information about PBGC's insurance coverage,

their guaranteed benefits, and their benefit options.



Strong Multiemployer Protection

1he multiemployer program continued steady financial improvement

dating from legislative amendments enacted in 1980. This program, funded and

maintained separately from the single-employer program, covers about

8.3 million participants in about 2,300 plans. Multiemployer plans are collectively

bargained between at least one union and two or more unrelated companies.

Under the multiemployer program, the event triggering PBGC insurance

protection is plan insolvency, not plan termination as under the single-employer



program. If a multiemployer plan becomes financially unable to pay benefits

currently due, PBGC will provide financial assistance to the plan to enable it to

pay guaranteed benefits. This assistance is provided in the form of a loan, to be

repaid in accordance with terms and conditions established by PBGC.

Funding Gains

One of the most significant trends in multiemployer plans is their dra-

matic improvement in funding. Between 1980 and 1989, the proportion of all

multiemployer plans that were fully funded for vested benefits increased from

about 50 to 75 percent. About 60 percent of multiemployer plan participants

were in fully funded plans in 1989, as compared to about 25 percent in 1980.

By 1989, only 2 percent of all multiemployer plans, with less than 10 percent

of all participants, were funded for less than 50 percent of vested benefits.

The multiemployer amendments of 1980 are at the heart of this success.

The withdrawal liability provisions are assuring that employers who leave

plans continue to bear their fair share of plan liabilities rather than shift their

obligations to the remaining employers or to the PBGC insurance fund. As a

result, PBGC has had to give financial assistance to only a handful of plans.

Assistance and Benefits

Since 1980, PBGC has provided approximately $9.8 million in total finan-

cial assistance (excluding repayments of previous loans) to 6 of the 2,300

insured multiemployer plans. PBGC paid about $1.3 million of this amount to

three plans during FY 1989. Of the nearly 7,600 participants in those 3 plans,

approximately 6,000 continued receiving benefit payments as a result of PBGC's

assistance.

In 1989, PBGC paid about $2.6 million in benefits to 2,310 participants of

10 terminated multiemployer plans covered under the original multiemployer

insurance program. That program provided termination insurance similar to

that of the single-employer program until 1980, when it was converted to the

current insolvency insurance program.

Multiemployer Study

At the end of FY 1989, the multiemployer program had assets of

$160.7 million, a reserve for guaranteed benefits of $17.1 million, and a

$10.9 million reserve for future financial assistance. Assets exceeded reserves and

other liabilities by $123.3 million, compared with $92 million at the end ofFY 1988.

The 1980 amendments require PBGC to study the program every five

years. In the 1990 study, PBGC will review premium levels, exposures to

underfunded plans, and benefit guarantee levels.
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Policing The Pension Promise

1 BGC has vigorously and successfully defended the insurance programs

from attempts by some employers to abuse the insurance system or evade

their obligations to their employees. PBGC also actively pursues those who

abused their positions of trust as fiduciaries of pension plans and those who

assisted them.

PBGC is one of the few government agencies with independent litigating

authority. At the end of FY 1989, PBGC had 127 cases in active litigation and

was handling an additional 499 uncontested bankruptcy cases, about the same

caseload as in FY 1988.



Major Single-Employer Litigation

The LTV Corporation: In January 1987, PBGC terminated and trusteed three LTV

Steel Company pension plans after LTV, in Chapter 11 bankruptcy, stopped

contributing to the plans. The three plans, which covered more than 100,000

workers and retirees, were underfunded by about $2 billion.

Subsequently, LTV established new "follow-on" pension plans that wrap

around PBGC-paid benefits and result in a defacto continuation of the old

plans with substantially the same benefits. PBGC has long taken the position

that such follow-on plans abuse the pension insurance program by effectively

converting PBGC insurance from a safety net for retirees into a subsidy of

corporate pension costs. If PBGC were to allow such arrangements, companies

could continue benefits as if no termination had occurred while transferring

much of their funding responsibility to PBGC. PBGC already is facing such

"copycat" cases.

Based on LTV's establishment of the follow-on plans, as well as on

dramatic improvements in LTV's financial condition, in September 1987 PBGC

restored the three previously terminated plans to full active operation by LTV.

A legal battle ensued in the federal courts in New York. The district court and

the court of appeals subsequently reversed the restoration, ruling that follow-on

plans do not constitute an abuse and that PBGC was required to defer to

general policies underlying bankruptcy and labor law. The courts also ruled

that LTV's financial improvement was not a sufficient basis for restoration

unless PBGC could establish that LTV could fully fund the plans over the long

term.

Convinced that the future of the pension insurance program was at risk,

PBGC asked the U.S. Supreme Court to review the case. The Solicitor General

of the United States filed a "friend of the court" brief supporting PBGC's

request for review. On October 30, 1989, the Supreme Court agreed to hear the

case. The Court may hand down a decision as early as June 1990.

Although PBGC expects to prevail ultimately in this litigation, the

agency has filed contingent bankruptcy claims seeking recovery of the plans'

unfunded liabilities if the restoration is not upheld. LTV and several creditors

groups have challenged PBGC's claims. The bankruptcy court denied PBGC's

motion to hold this litigation in abeyance pending the outcome of the Supreme

Court case, and litigation over the claims is therefore continuing.

Wheeling-Pittsburgh Steel Corporation (WP): When WP terminated its pension

plans, it agreed with the United Steelworkers of America to institute follow-on

plans. However, the company and the union agreed with PBGC not to implement

any follow-on pension arrangement without the approval of either PBGC or a

federal district court. When WP later sought to establish follow-on plans,

PBGC refused to approve them.
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WP and the union then sought a declaratoryjudgment that the plans are

lawful under ERISA. In July 1989, following the court of appeals' decision in

the LTV case, the U.S. District Court for the Western District of Pennsylvania

issued a preliminary injunction permitting temporary implementation of the

WP follow-on plans and barring PBGC from restoring the terminated defined

benefit plans, pending a final decision in the case. Subsequently, the district

court stayed this litigation until after the Supreme Court rules in the LTVcase.

In another facet of the case, the U.S. District Court for the Western District

of Pennsylvania approved PBGC's settlement of its bankruptcy claims with WP

in December 1989. The agreement calls for payment of $85 million through

a confirmed plan of reorganization. PBGC reflected in prior years' results a

total loss of $441 million from the WP terminations.

United Engineering: United Engineering, Inc. has sponsored a pension plan that

is underfunded for guaranteed benefits by approximately $60 million. The

company filed for a distress termination in September 1988. PBGC suspended

its processing of the case (as required by ERISA) after the termination was

challenged in court by a group of retirees and the United Steelworkers of

America. The retirees and union also have challenged the company's reducing

benefit payments to the levels guaranteed by PBGC, as required by ERISA upon

the filing of a termination notice, and have named PBGC as a defendant. Against

the backdrop of its lien authority, PBGC has been negotiating a resolution

of the situation with the company.

Mary Collins, et al. v. PBGC: Three participants in a plan that did not conform

to ERISA's minimum vesting standards when it terminated in 1977 have asked

a district court to compel PBGC to guarantee their benefits as if ERISA's vesting

requirements applied to them. The plaintiffs, suing on behalf of an alleged

nationwide class, also seek a determination that such vesting improvements are

not subject to ERISA's five-year phase-in of benefit increases.

PBGC has consistently held that, until 1980, ERISA authorized it to

guarantee only those benefits to which a participant was entitled under the

express terms of a plan. Amendments to ERISA enacted in 1980 authorized

PBGC to guarantee benefits in accordance with ERISA's standards even if a

plan did not conform with the standards, but only for plans terminating after

the amendments were enacted.

Fiduciary Breaches: PBGC continued its vigorous efforts to pursue those who abused

their positions of trust as fiduciaries of pension plans and those who assisted

them.

Lundberg Industries, Ltd.: This case involves pension plans formerly sponsored by

Lundberg Industries, Ltd. In coordination with the U.S. Department of Labor,

PBGC is pressing forward with civil suits seeking restitution of more than

$7 million improperly removed from the plans by the former owner of the

company and several associates.
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In June 1989, one of the defendants in the case requested a district court

to stay the entire civil action pending resolution of state and federal criminal

proceedings, which also were instituted against some of the defendants. Both

PBGC and the Department of Labor opposed the motion, with PBGC arguing

that it should not be restrained from obtaining speedy restitution of the plans'

assets. In July, the court denied the motion. Despite the misappropriation of

plan assets, swift action by PBGC assured continued payment of benefits to

the plans' participants and their beneficiaries.

M&l Marshall and Ikley Bank: PBGC is suing M&I Marshall and Hsley Bank, a

former trustee of pension plans that were terminated by Wheeling-Pittsburgh

Steel Corporation in 1985. PBGC contends that the bank accepted an improper

contribution of non-marketable company stock in lieu of cash, violating both

its fiduciary duty to act solely in the interests of the plan participants and

ERISA's prohibited transaction rules. According to PBGC calculations, the plans

lost approximately $40 million as a result of this transaction, because of

the minimal value of the stock and the lost income that could have been earned

had cash been contributed instead.

Multiemployer Litigation

During 1989, PBGC continued acting as "friend of the court" to urge

federal courts to require that employers challenge assessments of withdrawal

liability through arbitration rather than litigation. This "arbitrate first" rule,

required by ERISA, provides both employers and plans a more efficient and

less expensive procedure for resolving withdrawal liability disputes than

litigation.

Courts continue to close loopholes and make arbitration truly mandatory

for all issues concerning withdrawal liability determinations. For example, in

the past year, the U.S. Court of Appeals for the Third Circuit confirmed, in

Crown Cork & Seal Co. v. Central States Pension Fund, that parties first must

arbitrate not only factual issues but also issues of so-called "pure" statutory

interpretation.

The U.S. Court of Appeals for the District of Columbia in Joyce v. Clyde

Sandoz Masonry upheld the PBGC's position that the six-year time limit on a

pension fund's suit to collect withdrawal liability runs from the date the employer

fails to make payment, not from the date of the employer's complete withdrawal.

This result facilitates collection and recognizes the difficulties of identifying

a complete withdrawal.

The U.S. Court of Appeals for the Seventh Circuit in Iron Workers Local 473

Pension Trust v. Allied Products Corporation upheld PBGC's positions that

district courts may fully review an arbitrator's legal determinations and that an

employer has not completely withdrawn from a multiemployer plan until

100 percent of its covered operations have ceased.
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A<ter premiums, PBGC's other major source of income is from its invest-

ment portfolio. The investments are well diversified to reduce risk and main-

tain a steady cash inflow. However, as PBGC invests the funds for the long-

term and marks the investments to market, there can be very large year-to-year

swings in reported income due to capital gains or losses, as occurred in 1988

and 1989.

PBGC Funds

The two insurance programs are separately funded and each has assets

divided into revolving and trust funds. The revolving funds, which are invested

solely in U.S. Treasury securities, consist of the premiums collected for each

program and income earned on those premiums. These funds are used for

administrative expenses and payment of unfunded pension benefits.

The trust funds consist of assets received from terminated plans and

recoveries from employers (employer liability payments) and also are used to

pay a proportion of the benefits of underfunded plans. They are invested in

stocks, bonds, and real estate. The agency retains 17 outside investment

management firms to assist its investment program.

As of September 30, 1989, the value of PBGC's investments included in

the revolving funds was approximately $950 million and the value in the trust

funds was $1.6 billion. The asset mix was 50 percent equity, 43 percent fixed

income, 3 percent real estate, and 4 percent cash.

Investment Profile

PBGC's conservative approach is reflected in the investment profile, which

continues to emphasize high-quality fixed-income securities and below-market

equity price/earnings (P/E) ratios. Bond maturities were lengthened during

the year to capture income as interest rates declined.

Investment Profile

September 30,

1988 1989

Fixed Income Portfolio

Average Quality

Average Maturity (years)

Current Yield (%)

Equity Portfolio

Average Price/Earnings Ratio

Dividend Yield {%)

Kkk AAA
5.8 10.3

8.9 8.5

12.1 11.9

2.7 2.7

PBGC Asset Mix

Trust Fund

Real Estate

Revolving Fund



Investment Results

The results in FY 1989 were a reverse image of FY 1988, which included

the October 1987 crash. The total return of 19.6 percent far exceeded the

-0.9 percent of 1988. The respective returns for the trust fund alone were

25.9 percent and -4.8 percent. With PBGC's conservative investment approach,

the trust fund underperformed the equity markets in 1989 but significantly

outperformed them in 1988.

Investment Performance

(Annual Rates ofReturn)

1988 1989

Five Years Ended

September 30, 1989

(Annualized)

Total Invested Funds

Trust Funds

S&P 500 Stock Index

Revolving Funds

Shearson Lehman

Intermediate Treasury Index

-0.9% 19.6%

-4.8 25.9

12.3 32.9

10.9 9.6

10.5 9.6

15.8%

16.9

20.3

13.4

11.4

Investment Reviews

Aided by a Presidentially appointed Advisory Committee, the agency

regularly reviews its managers' performance, asset allocation, and investment

policies to assure that its investment posture will meet current and antici-

pated financial needs. PBGC has launched an investment study to be com-

pleted in 1990. The agency is reviewing present investment policies to ensure

that they are consistent with present and future liabilities.
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Actuarial Report

1 he Actuarial Report presents the claims history for the single-employer

program, 10-year actuarial forecasts for Fiscal Years 1990 through 1999, and the

actuarial valuation of PBGC's future benefit liabilities. This Actuarial Report

does not reflect the three LTV plans in litigation.

Statistical History of Claims

Historically, PBGC's single-employer program has been very sensitive to

the occasional occurrence of very large claims. As Table 1 shows, however,

claims in 1989 were relatively small in number and amount. Current informa-

tion indicates that the single-employer program incurred 8 claims with a date

of plan termination in FY 1989. However, smaller plans with claims less than

$1 million still under review will result in some additional terminations and

claims for 1989 and earlier years. PBGC also expects to receive new filings

after yearend for plans terminating in prior years. Therefore, Table 1 data

should be considered preliminary for recent years.

By fiscal yearend, PBGC was or expected to become trustee of 1,501

single-employer plans that had terminated before October 1, 1989. Another 25

plans were pending termination at yearend. (Ten multiemployer plans, also

trusteed, are not included in this analysis.)

Table 1: Claims Experience by Fiscal Year (Single-Employer Program)

(Dollars in millions)

Guaranteed Trust Recoveries

Date of Number Benefit Plan from Total Net

Termination of Plans Liability Assets Employers

$ 59

Claims*

1975-1979 584 $ 402 $ 150 $ 193

1980-1984 598 1,273 512 114 646

1985 100 $254 $39 $31 $184

1986 100 1,145 270 303 571

1987 65 225 65 15 146

1988 46 281 47 8 226

1989 8 48

1,953

28 4

361

16

1985-1989 319 449 1,142

Total 1,501 3,627 1,111 535 1,981

Pending 25 489 243 4 242

Total 1,526 $4,117 $1,354 $539 $2,223

Note: Numbers may not add up to totals due to rounding.

•The financial statements show net claims of $57 million and $163 million for FY 1988 and FY 1989,

respectively, compared to this table's values of $226 million and $16 million, respectively. These values differ

because Table 1 reports pending terminations separately and reflects current estimates for plans in the year

they terminated, not the year they were first recognized in the financial statements. The three LTV plans in

litigation are not included in Table 1.

Several trends have contributed to PBGC's deficit. Annual net claims

experienced by the program during the last eight years (except 1984 and 1989)
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were several times larger than those incurred during each of the first seven

years. As Table 2 shows, funding levels of terminated plans deteriorated

substantially in the last five fiscal years. In addition, the percentage of guaranteed

benefits that become net claims against the insurance program, which reflects

both plan assets and recoveries from employers, has generally increased over

the Corporation's history. This means that PBGC recently has had to make up

a larger portion of guaranteed benefits.

Table 2: Trends of Terminated Plans

(Dollars in millions)

Net Claims

asa

Percent of Average Net

Guaranteed Claim Per

Date of Funding Benefit Terminated

Termination Level Liability Plan

1975-1979 37% 48% $0.3

1980-1984 40 51 1.1

1985-1989 23 58 3.6

Moreover, the amount of net claim per terminated plan also has increased

greatly From FY 1985 through FY 1989, the average net claim per plan (excluding

pending terminations) was about $3.6 million. This is almost eleven times the

average net claim of $331,000 per plan for the period covering FY 1975 through

FY 1979.

PBGC has found that a relatively few business decisions can have a

substantial impact on its liability. In particular, the termination of 22 plans

by just 3 employers (Wheeling-Pittsburgh, Kaiser Steel, and Allis-Chalmers)

account for $809 million in single-employer net claims. This is over 36 percent

of total net claims during PBGC's 15-year history.

Single-Employer Program Actuarial Projections

PBGC bases the actuarial projections on historical experience and financial

condition as of fiscal yearend. Though ERISA requires only a five-year projection,

three 10-year forecasts are included to give a longer view of PBGC's expected

assets and liabilities under different scenarios.

Forecast A is based on the average annual net claims over the entire PBGC

history. Forecast B is based on the average annual net claims over the most

recent eight fiscal years because PBGC began incurring significantly larger

claims in FY 1982. This forecast was used to develop the President's FY 1991

Budget. Because of the potential for larger claims than PBGC has incurred to

date, PBGC developed Forecast C. Forecast C assumes the claims under
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Forecast B plus an additional $400 million of claims each year. This level of

claims is consistent with a loss in the LTV case and the realization of the other

contingencies mentioned in Note 10 to the financial statements. It is not a

worst-case forecast.

ForecastA assumes the lowest level offuture claims and reflects a projected

surplus of $1.5 billion at the end of the 10-year period. According to this

forecast, PBGC would be in a surplus position starting in FY 1994, as shown

in the following graph.

Forecast A — Based on Average Claims over Past 15 Years

I Dollars in billions)

$20 —
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—
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$5 —

—
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Assets — Liabilities Deficit Surplus

98 99

Forecast B assumes the mid-level of future claims and projects a deficit of

over $0.3 billion at the end of the 10-year period. As the following graph

shows, under this forecast PBGC's deficit would reach a low ofjust under

$0.3 billion in FY 1997 and then start to grow as net claims continue to grow

while the premium rate remains constant.

Forecast B — Based on Average Claims over Past 8 Years

(Dollars in billions)
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Forecast C assumes the highest level of future claims. It projects a deficit

of $7.9 billion at the end of the 10-year period. According to this forecast,

PBGC's deficit would continue to grow throughout the period, as shown in the

following graph.

Forecast C— Based on Average Claims over Past 8 Years

with an Additional $400 Million Each Year

(Dollars in billions)
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Assumptions for Single-Employer Projections: All three projections include pending

claims with each year's annual claims adjusted to 1989 dollars.

The financial impact of the reforms enacted in 1986 and 1987 are not

reflected in the projections because of lack of sufficient experience. The new

funding standards will take time to affect the funding level of plans most

likely to cause a claim against PBGC. Therefore, trust assets and recoveries

from employers are still assumed to be the same percentage of the guaranteed

benefit liability and plan asset insufficiency, respectively, as they were for the

period used for the pertinent projections. Trust assets are assumed to be

33 percent of guaranteed benefits under Forecast A and 32 percent under

Forecasts B and C. Recoveries from employers are assumed to be 19 percent

of net plan underfunding in all three forecasts.

26



Other assumptions include:

— The reserve for guaranteed benefits is valued at 7.5 percent for

immediate annuities, with appropriate lower rates for deferred

annuities.

— Investments will earn 7 percent, which is a composite of the rates for

immediate and deferred annuities.

— Administrative expenses through 1995 are consistent with the

President's FY 1991 Budget and are projected to grow at an annual rate

of 6 percent thereafter.

— Benefits of insured plan participants in newly terminated plans will

grow at 6 percent throughout the period.

— The variable-rate premium enacted by the Pension Protection Act will

remain constant and produce revenue equivalent to $19 per participant

(the projections do not reflect the impact of the adjustments made to

the premium by the Omnibus Budget Reconciliation Act of 1989).

— The number of participants in insured plans will grow at an annual rate

of one percent.

— Net claims, reflecting the cumulative effect of projected growth of both

promised benefits and participants, will grow at an annual rate of

7.06 percent.

Actuarial Valuation

Reserve for Guaranteed Benefits: The reserve for guaranteed benefits represents

the present value of future benefits that the Corporation is or will be obligated

to pay. PBGC calculates it separately for the single-employer and multiemployer

programs.

For the single-employer program, the reserve was (1) $3.7 billion as of

September 30, 1989, for the 1,501 plans that terminated on or before that date

and (2) $489 million as of the expected termination date for 25 plans pending

termination. Note 1 to the financial statements discusses the criteria for

including plans in the pending termination category.

For the multiemployer program, the reserve was (1) $17 million for 10

trusteed plans that terminated before passage of the Multiemployer Pension

Plan Amendments Act (MPPAA) and (2) $11 million for post-MPPAA losses that

the Corporation considered probable and estimable at fiscal yearend. The

post-MPPAA portion of the reserve represents the present value of losses that

PBGC expects to incur from non-recoverable future financial assistance to

four plans that were, or were expected to become, insolvent.

Actuarial Assumptions, Methods, and Data: PBGC calculated the reserve for

guaranteed benefits for both the single-employer and multiemployer

programs using the same methods and procedures as those used in 1988.
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PBGC calculated the single-employer program's reserve for guaranteed

benefits using a combination of three methods: seriatim, non-seriatim, and

hybrid. For 767 plans, PBGC had sufficiently accurate data to calculate the

reserve separately for each plan participant's benefit—the seriatim method.

For 399 plans whose data were not yet fully automated, PBGC calculated the

benefits and reserve seriatim as of the date of plan termination (DOPT) and

brought these amounts forward to the end of FY 1989.

For 355 other plans, PBGC did not have sufficiently accurate or complete

data. For these plans, it did not value individual benefits but instead used

a "non-seriatim" method that depends on certain assumptions and adjustment

factors.

For five very large plans, PBGC had sufficient data to calculate the reserve

for retirees using the seriatim method and the reserve for the non-retirees

using the non-seriatim method—a hybrid of the two methods that enhanced the

overall accuracy of its valuation.

Table 3 shows the number of plans and participants and the associated

liability by method of calculation. The single-employer plans' liability was

more than 99 percent of the total PBGC liability. The steel industry accounted

for 207 plans and $2.3 billion (54 percent) of the liability of the single-employer

program. The pie charts illustrate the distributions of benefit liability and

plans by calculation method.

For the actuarial valuation, PBGC used the set of interest rates being

established at the end ofFY 1989 for valuing the liability for distress terminations

(i.e., 7.5 percent for immediate annuities, with lower interest rates for deferred

annuities). The mortality assumptions used for the seriatim valuations are

described in the PBGC regulation on Valuation of Plan Benefits (29 CFR 2619)

for trusteed plans.

Distribution of Benefit Liability

and Plans by Method of Calculation

(Single-Employer Plans)

(Dollars in millions)

28

Benefit Liability $4,231

Seriatim at DOPT,

adjusted to FYE

$1,183

"
"

Seriatim at FYE

(includes hybrid)

$1,090

Non-Seriatim (includes hybrid)

$1,958

Total Plans 1,526

Seriatim at FYE

767

Non-Seriatim

355

Seriatim at DOPT, 0.3%

ad|usted to FYE Hybrid

399 5
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Table 3: Reserve for Guaranteed Benefits

(Dollars in millions)

Number Number of

of Plans Participants Liability

I. Single-Employer Program

A. Terminated plans

1. Seriatim at fiscal yearend (FYE) 767 44,000 $ 445

2. Seriatim at DOPT, adjusted to FYE 399 70,000 1,183

3. Hybrid plans 5

a. Benefits valued by seriatim method 16,000 645

b. Benefits valued by non-seriatim method 13,000 464

4. Non-Seriatim method 330 50,000 981

Subtotal 1,501 194,000 3,717

B. Plans pending termination

(all non-seriatim method) 25 26,000 489

C. Rettig Settlement
* - 6,000 24

Total** 1,526 227,000 4,231

n. Multiemployer Program

A. Pre-MPPAA terminations

1. Seriatim at FYE 7 2,000 15

2. Seriatim at DOPT, adjusted to FYE 3
***

2

Subtotal 10 3,000 17

B. Post-MPPAA liability 4 2,000 11

Total 14 5,000 28

Total reserve for single- and

multiemployer programs 1,540 231,000 $4,259

Note: Numbers may not add up to totals due to rounding.

•The Rettig Settlement refers to the extra benefit liability that PBGC expected to incur due to a settlement

of a class action lawsuit that increased benefits for some participants and provided new benefits to about

6,000 additional participants.

"Excludes the three contested LTV plans, discussed in Note 10 to the financial statements.

•"Less than 500.
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For non-pay-status participants, PBGC used expected retirement ages, as

explained in this regulation. It assumed that participants who had attained

their expected retirement age were in pay status. For participants who were

older than their plan's normal retirement age and were not in pay status at

September 30, 1989, PBGC reduced the value of their future benefits to zero

over the three years succeeding normal retirement age to reflect the lower

likelihood of payment.

Multiemployer Program: PBGC calculated the liability for the 10 pre-MPPAA

terminations using the same assumptions and methods used for the single-

employer program.

PBGC based its valuation of the post-MPPAA liability on the most recent

available actuarial reports and information provided by representatives of

the affected plans. The agency has been informed that 13 multiemployer plans

were or could become insolvent. However, PBGC expected only four of these

plans to need financial assistance because severe industrial declines have

left them with inadequate contribution bases and no alternative except PBGC

assistance. PBGC expected the minimum funding standards and withdrawal

liability provisions to enable the other nine plans to continue paying benefits

without PBGC assistance.

Summary: On September 30, 1989, PBGC estimated the total number of partici-

pants included in the FY 1989 reserve for guaranteed benefits at 227,000 for

the single-employer program (including 26,000 participants in plans pending

termination) and 5,000 for the multiemployer program. Of these, 106,770

single-employer plan participants and 2,310 participants from multiemployer

plans were receiving benefits at fiscal yearend. The average monthly benefit

for participants in pay status during FY 1989 was slightly more than $260 for

the single-employer program and $90 for the multiemployer program or slightly

less than $260 for both programs combined. The three LTV plans excluded from

the valuation contain about 86,000 additional participants.

Despite the addition of participants from new plan terminations, PBGC's

estimate of participant population for terminated plans increased only slightly

due to participant deaths and more accurate information used to estimate the

population.

Reconciliation: Table 4 reconciles the FY 1989 valuation with the FY 1988

valuation. It shows that the $43 million increase in the reserve liability is

principally the net effect of (1) new plan terminations ($93 million) and (2)

increased liability from lower interest rates ($81 million).
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Table 4: Reconciliation of Reserve for Guaranteed Benefits

(Dollars in millions)

Single-Employer* Multiemployer**

1. FY 1988 Reserve for Guaranteed

Benefits for Terminated Plans $3,674.9 $18.6

2. Changes:

a. In interest assumption $80.9 $0.2

b. In data (48.4) (0.2)

c. In method (22.6) 0.0

d. Total 9.9 0.0

3. Expected interest and effect

of experience 292.5 1.1

4. Net new terminations*** 93.0
—

5. Benefits paid for FY 1989 352.9 2.6

6. FY 1989 Reserve for Guaranteed

Benefits for Terminated Plans $3,717.4 $17.1

(l + 2.d. + 3 + 4-5)

Note: Numbers may not add up to totals due to rounding.

•Excludes net claims from pending terminations ($242.1 million) and Rettig liability ($24.0 million) which,

when included, increase the total to $3,983.6 million at yearend.

"Pre-MPPAA terminations only.

"'This item also eliminates plans from the valuation that are no longer expected to require PBGC

trusteeship.

Statement of Actuarial Opinion

It is my opinion that (1) the techniques and methodology used herein for

evaluating the Corporation's actuarial liability for the single-employer and

multiemployer programs are generally accepted within the actuarial profession;

and (2) the assumptions used and the resulting liability totals are, in the

aggregate, reasonable based on available data for the purpose of evaluating

the financial and actuarial status of the trust and revolving funds.

Ronald Gebhardtsbauer, FSA, EA

ChiefActuary, PBGC

Member, American Society ofPension Actuaries

Member, American Academy ofActuaries

Additional actuarial data tables are available from PBGC upon request.



Financial Statements

Net Income

Single-Employer Progrom

(Dollars in millions)

$450 —

$300

$150

Premium Income

Single-Employer Program

(Dollars in millions)

$700 —

$500 —

$300 —

$100

88 89 87 88 89
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Investment Income

Single-Employer Program

(Dollars in millions)

$450 —
$400 —
$350 —
$300 —
$250—
$200 —
$150
—

$100
—

$ 50
—

$50 —
88 89



Management's Discussion and Analysis of Operations

Deficit

Single-Employer Program

(Dollars in billions)

S2 —

SI.5

S5 —

88 89

Combined Results

In 1989, PBGC produced record revenues

ofover $1 billion and net income of $451 million.

The major reasons were very favorable

investment markets, premium increases, and

relatively low loss levels. Both the single-

employer and multiemployer programs con-

tributed to these results. By law, these two

programs are completely separate and, there-

fore, the following discussion treats them

separately.

Single-Employer Program

Results of Operations and Trends: Net income

increased from $5.2 million in 1988 to

$419.7 million in 1989. For the first time in

its history, the single-employer fund has

reported gains for three consecutive years.

Total premiums increased from

$267.6 million in 1987 to $464.5 million in 1988

and to $603.2 million in 1989. Since the

number of covered participants is about the

same in each year, the growth is due to

premium increases. The full effect of the

premium increase enacted in 1987 legislation

has largely been reflected in 1989.

Investment income increased to

$425.7 million in 1989 from losses of $3.2 million

in 1988. The return on investments was

19.6 percent in 1989 compared to -0.9 percent

in 1988. Since the markets are volatile, the

income or loss from this source is expected to

fluctuate widely from year to year.

Losses from terminated plans and plans

pending termination increased by 185 percent

in 1989 to $163.3 million from $57.3 million

in 1988. Although up from 1988, losses

remained materially below expected trend-

lines. Losses may be significantly affected

by the presence of one or two large plan

terminations. For instance, two plans account

for the increase in 1989 over the prior year.

A number of large plans exist that have

substantial unfunded benefit liabilities (in

excess of $100 million each) with sponsors

experiencing financial difficulties. This

exposure is concentrated in cyclical industries,

especially steel, automobiles, and airlines. A

loss on these plans is not sufficiently probable

to be recognized in the financial statements

at this time. However, the trend of future

losses depends to a large extent on the eco-

nomic well-being of these industries and on

contingencies referred to in Note 10.

Administrative expenses decreased

6 percent from 1988, to $45.4 million, due

to an accrual at the end of 1988 that PBGC

found not to be needed and therefore

reversed in 1989. After correction for this

change, actual expenses were approximately

3 percent higher than in 1988.

Actuarial charges are primarily the

result ofan aging of the reserve for guaranteed

benefits and changes in interest rates. For

1989, the charge increased by 0.8 percent.

Liquidity and Capital Resources: The single

employer fund's deficit now stands at

$1.1 billion, a decrease of about 27 percent

from the beginning of the year when it totaled

$1.5 billion. As explained earlier, the decrease

is due to improved premium income, superior

investment returns, and moderate losses for

the year.

The fund has, at this time, ample assets

to pay its liabilities (benefit payments) for

a considerable period of time. PBGC has

invested approximately 77 percent of the

fund's total assets of $3.1 billion in

marketable, liquid assets.

Its primary sources of cash-flow are

premium and investment income. Currently,

premium income accrues at about $600 million

per year. Cash-flow from interest and dividend

income approximates $110 million per year.
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The primary cash outflows are for benefit

payments, which are now approximately

$350 million per year, and administrative

expenses, about $50 million per year. The

amount ofbenefits reported as paid in FY 1989

includes amounts paid but not reported in

prior years.

The Corporation is subject to litigation

that could have considerable impact on its

financial condition. Litigation with LTV will

be heard in the Supreme Court in its current

term. Note 10 of the financial statements

provides further information on this and other

litigation. There is a substantial risk that other

corporations with underfunded plans, referred

to in Note 10, will be more aggressive in their

termination efforts if there is an adverse

decision in the LTV case. Any plans that

terminate during the year will immediately

increase assets, liabilities, and annual benefit

payments.

The Corporation has available a

$100 million line of credit from the

U.S. Treasury for liquidity purposes. PBGC did

not use this borrowing authority in 1988 or

1989 nor is there any intention to utilize this

authority in 1990.

PBGC's ability to eliminate its deficit

over the long term will depend primarily on

its ability to avoid large losses from the

termination of LTV's and other major

companies' underfunded plans. Despite 1989's

excellent investment results, the Corporation

cannot expect investment earnings to exceed

actuarial charges over the long term because

discounted liabilities exceed investment

assets by about 67 percent.

The other major way to reduce the

deficit would be to seek a premium increase

from Congress. PBGC believes such a request

is premature given the 1987 premium increase

and legislative changes. However, the agency

would do so if it foresees any material adverse

changes in its deficit levels.

Multiemployer Program

Results of Operations: The fund had a gain

for 1989 of $31.3 million, an increase of about

33 percent from 1988. Premium income for

the year increased from $17.2 million to

$20.4 million. The increase is attributable to a

premium rate increase of $.40 per participant

per year for plan years beginning after

September 26, 1988.

Investment income increased from

$6.1 million to $15.9 million primarily because

of the improved bond market. PBGC has

invested approximately 95 percent of the

fund's assets in U.S. Treasury securities.

Investment gains were partially offset

by an expense of $0.7 million for nonrecover-

able future financial assistance, compared to

income (credit) of $6.2 million in 1988. The

credit in 1988 arose because PBGC reversed

reserves for certain plans that, in PBGC's

judgment, would no longer require future

financial assistance. The 1989 expense is

down 37.9 percent from 1988 expense without

the credit.

With the $31.3 million gain, the fund's

accumulated results of operations increased

to $123.3 million.

Liquidity and Capital Resources: Since most

of the multiemployer fund's assets are highly

liquid U.S. Treasury securities and there is an

accumulated gain in the fund, there exists no

problem in meeting obligations at this time.

Premium and investment income approxi-

mates $36 million per year, with cash outflows

running currently at about $7 million per year.

In 1990 PBGC will undertake a

Congressionally mandated study of multi-

employer plans to review premium levels,

exposures to underfunded plans, and benefit

guarantee levels. The results of the study and

any recommended changes will be forwarded

to Congress.

Net Income

Multiemployer Program

(Dollars in millions)

$36
—

$24

$12

88 89

Surplus

Multiemployer Program

(Dollars in millions)

$150 —

$100
—

$ 50 —

88 89
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Management Opinion

PBGC's management has prepared the

accompanying Statements of Financial

Condition of the Corporation as of

September 30, 1989 and 1988, and the related

Statements of Operations and Changes in

Equity and Statements of Changes in

Financial Condition.

As discussed in PBGC's Annual Reports

for Fiscal Years 1981 through 1988, the

General Accounting Office (GAO) issued a

disclaimer of opinion on the PBGC financial

statements for the year ended September 30,

1980. The disclaimer was based on ( 1) material

accounting and estimating problems

(primarily in estimating the liability for the

present value of guaranteed future benefits),

(2) internal control problems, and (3) other

factors beyond the Corporation's control.

GAO did not assert that the liabilities

reported for the present value of guaranteed

future benefits were incorrect, but rather

that the available data, upon which they were

based, were inadequate to provide a reliable

estimate. GAO has since observed that PBGC

has made and is continuing to make significant

improvements. Management has requested an

audit of 1990 results from GAO. *

In the opinion of management, the

financial statements present fairly the

financial position of PBGC at September 30,

1989, and September 30, 1988, and for the

periods then ended, in conformity with

generally accepted accounting principles

and actuarial standards applied on a

consistent basis. Estimates for pending

terminations, multiemployer financial

assistance, employer liability, due and unpaid

contributions, and guaranteed benefits may

have a material effect on the financial

results being reported.

In addition, pending litigation could

have a material impact on the financial

condition of the Corporation. PBGC, however,

believes that its legal positions will be upheld

by the courts and, therefore, no loss is being

reported for these plans (see Note 10).

As a result of the aforementioned, these

statements are based, in part, upon informed

judgments and estimates for those transactions

not yet complete or for which the ultimate

effects cannot be precisely measured, and are

subject to the effects of pending litigation.

tt-

James B. Lockhart

Executive Director

Lawrence Maslan

Director, Financial

Operations Department

December 22, 1989.
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Statements of Financial Condition
(Dollars in millions)

Single-Employer

Fund

September 30,

1989 1988

Assets

Investments, at market—Note 2

Cash

Premium income receivable—Note 6

Notes receivable—financial assistance

-

Note 5

Contributions and employer liability

due from employers

Trusteed plans

Plans pending trusteeship

Other receivables—Note 3

Assets of terminated plans pending

trusteeship, at market, net—Note 2

Furniture and equipment, net

$2,355.5 $1,817.4

42.3 102.8

17.2 16.9

Multiemployer

Fund Total

September 30,

1989 1988

September 30,

1989 1988

$154.0

0.5

0.5

5.3

$121.9 $2,509.5 $1,939.3

0.4 42.8 103.2

0.4 17.7 17.3

4.5 5.3 4.5

338.9 375.4 0.0 1.3 338.9 376.7

0.0 2.1 0.0 0.0 0.0 2.1

248.2 76.5 0.3 0.0 248.5 76.5

56.7 29.2 0.0 0.4 56.7 29.6

0.5 2.0 0.1 0.4 0.6 2.4

$3,059.3 $2,422.3 $160.7 $129.3 $3,220.0 $2,551.6
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Liabilities

Reserve for guaranteed benefits—Note 4

Trusteed plans

Terminated plans pending trusteeship

Claims for pending terminations

Reserve for financial assistance, net—Note 5

Unearned premium income—Note 6

Accounts payable and accrued expenses-

Note?

Single-Employer

Fund

September 30,

1989 1988

Multiemployer

Fund

September 30,

1989 1988

Tbtal

September 30,

1989 1988

$3,608.2 $3,602.6 $ 17.1 $ 17.7 $3,625.3 $3,620.3

133.3 94.9 0.0 0.9 133.3 95.8

242.1 108.2 0.0 0.0 242.1 108.2

10.9

28.0

11.2

29.8

10.9

4,011.6

11.2

3,983.6 3,805.7 3,835.5

148.3 143.9 7.4 6.2 155.7 150.1

51.0 16.0 2.0 1.3 53.0 17.3

4,182.9 3,965.6 37.4 37.3 4,220.3 4,002.9

Equity

Accumulated results of operations—(deficit) (1,123.6) (1,543.3) 123.3

Commitments and contingencies—

Notes 5, 10 and 1

1

— — —

$3,059.3 $2,422.3 $160.7

92.0 (1,000.3) (1,451.3)

$129.3 $3,220.0 $2,551.6

See Notes to Financial Statements.

Certain amounts have been reclassified to conform with the current year's presentation.
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Statements of Operations and Changes in Equity

(Dollars in millions)

Single-Employer Multiemployer

Fund Fund Total

September 30, September 30, September 30,

1989 1988 1989 1988 1989 1988

Revenues

Premium income—Note 6 $ 603.2 $ 464.5 $ 20.4 $17.2 $ 623.6 $ 481.7

Investment and other income—Note 8 387.1 5.2 15.9 6.5 403.0 11.7

Total 990.3 469.7 36.3 23.7 1,026.6 493.4

Expenses

Losses (gains) from plans terminated and

pending termination—Note 9 163.3 57.3 (0.1) 0.0 163.2 57.3

Losses (gains) from financial assistance-

Note 5 0.7 (6.2) 0.7 (6.2)

Administrative expenses 45.4 48.3 3.3 3.6 48.7 51.9

Actuarial charges (credits)—Note 4 361.9 358.9 1.1 2.7 363.0 361.6

Total 570.6 464.5 5.0 0.1 575.6 464.6

Results of operations—income

Accumulated results of operations

-

beginning of period—(deficit)

Accumulated results of operations

-

end of period —(deficit)

419.7 5.2

( 1.543.3) (1.548.5)

31.3

92.0

23.6

68.4

451.0 28.8

q.451.3) (1.480.1)

$fU23.6) $(1.543.3) $123.3 $92.0 $q.000.3) $fl.451.3)

See Notes to Financial Statements.

Certain amounts have been reclassified to conform with the current year's presentation.

38



Statements of Changes in Financial Condition

(Dollars in millions)

Single-Employer

Fund

September 30,

1989 1988

$419.7

133.9

Sources of Funds from Operations

Results of operations—income

Charges to operations not affecting cash

and investments:

Depreciation

Present value of liabilities assumed

Actuarial charges

Increase (decrease) in reserve for

pending terminations

Increase (decrease) in reserve for

financial assistance

Increase in unearned premiums

Total funds provided by operations

Uses of Funds

Additions to furniture and equipment

Increase (decrease) in other assets

Increase (decrease) in other liabilities

Increase (decrease) in investments not

in trusteeship

Increase (decrease) in contributions,

employer liability, and financial assistance

Benefit payments—current year

—prior years

Total uses

Increase in cash and investments of

revolving funds and trusteed plans

$ 5.2

(203.3)

Multiemployer

Fund Total

September 30,

1989 1988

September 30,

1989 1988

$31.3 $23.6 $451.0

0.0 0.0 133.9

$28.8

1.9 0.5 0.0 0.1 1.9 0.6

69.8 342.5 0.0 0.0 69.8 342.5

361.9 358.9 1.1 2.7 363.0 361.6

(203.3)

4.4 79.3

(0.3)

1.2

(7.2)

0.1

(0.3)

5.6

(7.2)

79.4

991.6 583.1 33.3 19.3 1,024.9 602.4

0.4

172.0

(35.0)

0.6

71.2

1.9

(0.3)

0.4

(0.7)

(0.1)

(0.3)

0.5

0.1

172.4

(35.7)

0.5

70.9

2.4

27.5 (18.8) (0.4) (0.1) 27.1 (18.9)

(38.6)

352.9

34.8

16.5

356.5

(34.8)

(0.5)

2.6

0.8

3.0

(39.1)

355.5

34.8

17.3

359.5

(34.8)

514.0 393.1 1.1 3.8 515.1 396.9

$477.6 $190.0 $32.2 $15.5 $ 509.8 $205.5

See Notes to Financial Statements.

Certain amounts have been reclassified to conform with the current year's presentation.
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Notes to Financial Statements

September 30, 1989 and 1988

Note 1 -Significant Accounting Policies

Revolving and Trust Funds: PBGC accounts for

each insurance program's revolving and trust

funds on an accrual basis. The revolving and

trust funds have been combined in the financial

statements for presentation purposes. However,

because the single-employer and multiemployer

programs are separate entities, gains from one

cannot be used to offset losses from the other.

The Pension Protection Act created a new

single-employer program revolving fund (the PPA

Fund) that is credited with all premiums in excess

of $8.50, all variable-rate premiums, and all

penalties and interest charged on these amounts.

The PPA Fund is also credited with the earnings

on PBGC's investments in that fund. Amounts in

this fund may not be used to pay PBGC's admini-

strative costs or the benefits of any plan terminated

prior to October 1, 1988, unless no other amounts

are available.

Asset Valuation and Investment Income:

Investments are recorded at fair market value.

Receivables are recorded at estimated value at

date of maturity less an amount for future interest

accruals. Any realized or unrealized gain or loss

in the value of investments and receivables, after

the date of a plan's termination, is included in

investment income in the accompanying State-

ments of Operations and Changes in Equity

(see Note 2).

Contributions and Employer Liability Due from

Employers: Employer liability represents the amount

due from contributing sponsors, and members of

their controlled group, of underfunded terminated

plans. Contributions represent the amounts due

for contributions owed but unpaid prior to ter-

mination from sponsors of terminated plans, and

members of their controlled group, for which

PBGC either has assumed or expects to assume

trusteeship.

Both are recognized as receivables as of the

date of plan termination, with realizable values

based on PBGC estimates. Some agreements

between PBGC and plan sponsors provide for

contingent payments based on future profits of

the debtors. Any such future amounts realized

will be reported in the period in which they

accrue or are paid.

Premium Income Receivable and Unearned

Premium Income: Premium income receivable,

including penalty and interest, represents the

earned portion of the premium for plans that

have a plan year commencing before the end of

PBGC's fiscal year but for which the premium

payment was not received by fiscal yearend.

Unearned premium income represents payments

received during the fiscal year that cover the

portion of a plan's year after the Corporation's

fiscal yearend (see Note 6).

Financial Assistance: Financial assistance is

recorded as a receivable, net of an allowance for

uncollectibility determined on a case-by-case

basis. The reserve for estimated future financial

assistance is for nonrecoverable future payments

that PBGC deems to be probable and estimable

for multiemployer plans that have notified the

Corporation of their financial difficulties

(see Note 5).

Present Value of Guaranteed Future Benefits:

The reserve for present value of guaranteed

future benefits includes amounts for:

(1) Trusteed Plans—this portion of the

reserve represents the present value of

future payments of guaranteed benefits for

plans that have terminated, are not expected

to be restored, and have been trusteed by

PBGC prior to fiscal yearend.

(2) Terminated Plans Pending

Trusteeship—this portion of the reserve

represents the present value of future

payments of guaranteed benefits for plans

that have terminated, are not expected to

be restored, but have not been trusteed

by PBGC prior to fiscal yearend.

After the date of plan termination, the

amounts for trusteed plans and terminated

plans pending trusteeship are affected by

benefits paid, accrual of interest due to the

passage of time, the write-off of amounts

not recoverable by PBGC, changes in

assumptions, and other factors. The impact

of these adjustments is reported as an

actuarial charge (credit) in the Statements

of Operations and Changes in Equity.
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(3) Net Claims for Pending

Terminations-this portion of the reserve

includes estimates of the losses, net of

estimated employer liability, from specific

plans that terminated after the Corpora-

tion's fiscal yearend, or that are expected

to terminate in the foreseeable future

based on (1) the occurrence of a specific

identifiable event by yearend that has

been brought to the Corporation's attention

and (2) the expectation that either (a) one

of the distress tests stipulated under the

Pension Protection Act will be met or (b)

the Corporation itself will seek termination

and trusteeship of the plan (see Note 4).

losses (Gains) from Plans Terminated and

Pending Termination: Amounts reported as losses

from plans terminated and pending termination on

the Statements of Operations and Changes in

Equity represent the difference between the

present value of guaranteed future benefits

assumed, or expected to be assumed, less related

plan assets and estimated employer liability (see

Note 9). Employer liability is reduced to reflect

estimated amounts due participants under

section 4022(c) of ERISA.

Depreciation: Depreciation of PBGC's furniture and

equipment is calculated on a straight-line basis

over the estimated useful lives of the assets. The

useful lives range from 5 to 10 years.

Routine maintenance and repairs are

charged to operations of the current period.

Leasehold improvements (the amounts of which

are not material) are charged to operations as

incurred.

Retirement Plan: All permanent full-time and

part-time PBGC employees are covered by the

Civil Service Retirement System (CSRS) or the

Federal Employees Retirement System (FERS).

Full-time and part-time employees with less than

five years service under CSRS and hired after

December 31, 1983, are automatically covered by

both Social Security and FERS. Employees hired

before January 1, 1984, participate in CSRS unless

they elected to transfer to FERS by June 30, 1988.

The Corporation's monthly contribution to

the CSRS plan equals the 7 percent amount con-

tributed by employees hired before January 1,

1984. For those employees covered by FERS,

the Corporation automatically contributes

1 percent of base pay to the employee's Thrift

Savings account and matches the first 3 percent

and one-half of the next 2 percent contributed

by the employee. The retirement plan expenses

for FY 1989 and FY 1988 were $2.1 million and

$1.7 million, respectively.



Note 2— Investments

Premium receipts are credited to the

appropriate revolving fund. These funds are

invested in securities issued by the

U.S. Government.

The trust funds include assets PBGC
acquires or expects to acquire from terminated

plans and employer liability. After being trans-

ferred to a custodian bank, these assets are

invested in equity securities, fixed-income

securities, and real estate.

The basis and market value of the invest-

ments by type are shown in the tables following

this note. The basis indicated is cost of the

asset if acquired after the date of plan termination

or the market value at date of plan termination

if the asset was acquired as a result of a plan's

termination.

Investments of Revolving Funds and Trusteed Plans

(Dollars in millions)

September 30,

1989 1988

Market Market

Basis Value Basis

$ 905.6

Value

U.S. Government securities $1,116.9 $1,133.2 $ 915.4

Equities 1,119.9 1,210.6 1,003.6 889.8

Certificates of deposit 0.1 0.1 0.3 0.3

Corporate bonds 59.0 59.1 30.9 31.2

Insurance contracts 5.4 4.3 16.3 13.8

Real estate 71.9 75.9 81.0 70.8

Mortgages 0.2 0.2 0.1 0.1

Accrued investment income 26.1 26.1 17.9 17.9

Total $2,399.5 $2,509.5 $2,055.7 $1,939.3

Investments of Terminated Plans Pending Trusteeship

(Dollars in millions)

September 30,

1989 1988

Market Market

Basis Value Basis

$0.9

Value

U.S. Government securities $4.2 $5.1 $0.9

Equities 16.6 17.2 11.9 11.9

Corporate bonds 8.7 7.8 6.6 6.6

Insurance contracts 19.6 18.3 5.1 5.1

Cash 7.1 7.1 4.8 4.8

Other 1.2 1.2 0.3 0.3

Total $57.4 $56.7 $29.6 $29.6
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Note 3-0ther Receivables

The Corporation's other receivables are as follows:

Other Receivables

(Dollars in millions)

September 30,

1989 1988

Due from sale of securities

Due from insurance companies

Due from plans expected to be restored (LTV)

Remittance to disbursing bank for benefit payments

Miscellaneous

Total

Note 4-Reserve for Guaranteed

Benefits and Claims for

Pending Terminations

Trusteed Plans and Terminated Plans Pending

Trusteeship: The reserve for present value of

guaranteed future benefits is computed using

the actuarial assumptions prescribed in PBGC's

Valuation of Plan Benefits regulation (29 CFR

2619). The interest rate used reflects market

conditions on September 30, 1989.

A significant portion of the reserve is based

upon estimated liability because, in many cases,

PBGC has not yet made a final benefit determina-

tion. Changes in these estimates are reflected

in the fiscal year in which PBGC actuarially

determines or reestimates the benefits. This

estimation technique includes changes in interest

rates assumed, benefit payouts subsequent to

the valuation date, mortality, interest accumula-

tion on liabilities, and changes in available data.

See the discussion on valuation methods in the

Actuarial Report.

6.2 $3.4

0.7 0.8

212.7 71.1

27.2 0.0

1.7 1.2

$248.5 $76.5
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The immediate interest rates used in

the actuarial assumptions were 7.5 percent as

of September 30, 1989; 7.75 percent as of

September 30, 1988; and 8.25 percent as of

September 30, 1987. Comparable changes were

made to the rates used to value deferred annuities.

Analysis of the Reserve for Present Value of Guaranteed Future Benefits for the Years Ended

September 30, 1989, and September 30, 1988

(Dollars in millions)

Single-Employer

Fund
Multiemployer

Fund Tbtal

September 30,

1989 1988

September 30,

1989 1988

$ 1.1 $ 1.6

0.2 0.3

(0.2) 0.8

September 30,

1989 1988

Actuarial charges (credits):

Expected interest and effect of experience

Change in interest rate

Change in data and methods

$ 327.4

80.9

(46.4)

361.9

203.7

(352.9)

(34.8)

177.9

3,805.7

$3,983.6

$ 249.5

164.5

(55.1)

358.9

139.2

(356.5)

34.8

176.4

3,629.3

$3,805.7

$ 328.5

81.1

(46.6)

363.0

203.7

(355.5)

(34.8)

176.4

3,824.3

$4,000.7

$ 251.1

164.8

(54.3)

Total charges (credits)

Net new claims including pending

terminations

Benefit payments—current year

—prior years

1.1

0.0

(2.6)

2.7

0.0

(3.0)

361.6

139.2

(359.5)

34.8

Net increase (decrease)

Balance at beginning of year

Balance at end of year

(1.5)

18.6

$17.1

(0.3)

18.9

$18.6

176.1

3,648.2

$3,824.3

Claims for Pending Terminations: As these claims

are estimates, factors that are presently not fully

determinable may be responsible for actual experi-

ence differing from the estimates used. The

following table, which has been adjusted to the

expected dates of termination, details the com-

ponents that make up these estimated losses:

Estimated Net Claims for Pending Terminations

(Dollars in millions)

September 30,

1989

Estimated present value of guaranteed benefits

Less: Estimated plan assets available and recoveries

from employers

Net claims

247.4 130.2

$242.1 $108.2
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Note 5-Reserve for Financial

Assistance and Losses from

Financial Assistance

The reserve for financial assistance is the

difference between the present value of guar-

anteed future benefits and the market value of

plan assets of those plans that are expected to

require future nonrecoverable financial assist-

ance. Assets include both the plan assets as of

September 30, 1989, and the present value of

additional amounts expected to be paid by plan

sponsors.

The losses from financial assistance include

the reserve for estimated future financial

assistance and reserves recorded for uncollectible

current financial assistance.

Notes Receivable-Financial Assistance, Net

(Dollars in millions)

September 30,

1989 1988

Financial assistance advanced

Less: Principal payments received

Plus: Interest accrued and not paid

Subtotal

Balance at beginning of year

Balance at end of year

Reserve for uncollectible amounts

Net receivable

Reserve for Future Financial Assistance and

Losses from Financial Assistance

(Dollars in millions)

$1.3

0.0

1.1

$1.5

0.0

1.0

2.4

11.4

13.8

2.5

8.9

11.4

(8.5) (6.9)

$5.3 $4.5

September 30,

1989 1988

Changes in reserve:

Losses (gains) from financial assistance

Financial assistance granted (previously accrued)

Balance at beginning of year

Balance at end of year

$0.7 $(6.2)

(1.0) (1.0)

11.2 18.4

110.9 $11.2
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Note 6-Premium Income

Effective January 1, 1988, the single-

employer premium increased from a fixed rate

of $8.50 per participant per year to $16 per

participant per year plus a variable rate of up

to $34 per participant based on $6 per $1,000 (or

fraction thereof) of unfunded vested benefits.

The multiemployer premium rate was

raised from $2.20 per participant per year to

$2.60 on September 27, 1988.

For both programs, ERISA provides that

PBGC shall continue to guarantee basic benefits

despite the failure of a plan administrator to pay

premiums when due. PBGC assesses interest and

a substantial penalty for late payment as well as

underpayment. All of these items, less refunds,

are included in premium income.

Note 7-Accounts Payable and Accrued

Expenses

The following table itemizes accrued

expenses and other liabilities reported in the

Statements of Financial Condition:

Accounts Payable and Accrued Expenses

(Dollars in millions)

Due for purchase of securities

Annual leave

Accrued expenses

Accounts payable and accrued expenses

September 30,

1989 1988

$38.4

1.3

13.3

$ 2.0

1.2

14.1

$53.0 $17.3

No accrual of accumulated unused sick leave

is recorded because employees do not have a

formal vested interest in such leave.

Note 8-lnvestment and Other Income

Of PBGC's total income of $403.0 million in

1989, investments produced $441.6 million, offset

by losses of $38.6 million from other activities.

These same activities provided $8.8 million in

additional income in 1988. The following table

itemizes investment and other income reported

in the Statements of Operations and Changes

in Equity:

Investment and Other Income

(Dollars in millions)

September 30,

1989 1988

Interest, dividends, and other income

Realized and unrealized gains and losses

Total income

$111.0

292.0

$403.0

$106.1

(94.4)

$11.7
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Note 9-Losses (Gains) from Plans

Terminated and Pending Termination

Amounts reported as losses are the present

value of guaranteed future benefits less related

plan assets and employer liability. The following

table details the components that make up

the losses:

Losses (Gains) from Plans Terminated and Pending Termination

(Dollars in millions)

''

September 30,

1989 1988

Plans terminated:

Present value of guaranteed benefits assumed

Less: Plan assets acquired

$ 69.8

42.0

$342.4

57.5

Plan asset insufficiency

Less: Estimated recoveries

27.8

(1.5)

284.9

24.3

Subtotal

Changes in provision for pending terminations

29.3

133.9

260.6

(203.3)

Losses (gains) $163.2 $ 57.3

Note 10-Contingencies

PBGC is subject to various claims and

lawsuits in the ordinary course of business. One

currently pending suit, the Collins case, could

have a material financial implication for the

single-employer program. The issue is whether

participants in up to 12,000 terminated plans were

wrongly denied benefits. PBGC is in the process

of assessing potential liability. Preliminary

estimates indicate that this may be up to $1 billion

including substantial administrative costs, but

likely will be much less.
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Litigation continues over PBGC's restoration

of three LTV Steel pension plans. PBGC expects

restoration to be upheld by the Supreme Court

and, therefore, has excluded both the losses

attributable to the termination and the activity

of the plans since termination from its financial

statements. If the restoration is not upheld,

PBGC's financial results would reflect the plans'

net claims and results of operations since their

original termination, as follows:

Effect of LTV Plans on PBGC

(Dollars in millions)

As ofdate ofplan terminations (DOPT)

Guaranteed benefits

Trust assets

Unfunded liabilities

Financial operations, DOPT to 9130189

Investment income

Actuarial charges

Total possible effect on financial results before recoveries

Benefit payments from the original ter-

mination of the three plans to September 30,

1989, equal $874 million, of which $212.7 million

has been advanced by PBGC (see Note 3).

If the Supreme Court does not uphold

restoration, PBGC would seek to recover a major

portion of the plans' unfunded liabilities from

LTV and its affiliates. LTV and various creditors

have objected to PBGC's claims and filed counter-

claims, resulting in litigation in the bankruptcy

and district courts.

PBGC has not attempted to restore one

other terminated LTV Steel plan. However, no

loss has been recorded because an offsetting

$220.2 million receivable from LTV is reflected

as contributions and employer liability. This

amount is included in PBGC's bankruptcy claims

against LTV.

Although management and counsel believe

that PBGC's position in these matters will be

upheld by the courts, neither can predict with

certainty the final outcome of this litigation. The

ultimate resolution of these legal matters may

>3,297.7

1339.1

(127.7)

514.4

$1,958.6

386.7

$2,345.3
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have a material impact on the financial condition

of the Corporation and the results of operations

as reported in the financial statements.

There are a number of other possible large

plan terminations in which plan sponsors are

experiencing financial difficulties. PBGC's esti-

mated total liability on termination of such plans

would be approximately $2 billion to $4.5 billion.

In addition, there are a number of other sponsors

with plans that have significant unfunded

guaranteed benefits, which could have a financial

incentive to terminate if they have serious

financial difficulty. No provision has been made

in the financial statements for PBGC's potential

liabilities upon termination of such plans, since

the likelihood of these liabilities occurring is

uncertain and cannot be estimated with sufficient

reliability.

Other litigation pending at yearend involved

the amount of employer liability owed to PBGC

by Navistar (formerly International Harvester)

following the sale of its Wisconsin Steel division

and the subsequent termination of the pension

plans covering Wisconsin Steel employees. The

U.S. District Court for the Northern District of

Illinois issued a decision upholding PBGC's claim

that a sponsor cannot transfer a plan to another

entity to avoid the unfunded pension liabilities.

As a result of this decision, PBGC expects to

receive up to $150 million, which amount has not

been included in these financial statements.

Note 11 —Commitments

PBGC leases its office facility under a com-

mitment that expires on December 31, 1993.

Annual payments during the period October 1,

1989, to December 31, 1993, are expected to

average $4.5 million.

Note 12— Financing

ERISA requires that the PBGC programs be

self-financing. The Corporation finances its

operations through premiums collected from

covered plans, investment income, and the col-

lection of employer liability payments due under

ERISA as amended. In addition, PBGC may borrow

up to $100 million from the U.S. Treasury to

finance its operations. The Corporation did not

use this borrowing authority during the years

ended September 30, 1989, or September 30, 1988,

nor is use of this authority currently planned.

ERISA provides that the U.S. Government

is not liable for any obligation or liability

incurred by PBGC.

Note 13 -President's Budget

A number of differences appear between

the financial statements and the President's

FY 1991 Budget. These differences are attributable

to minor adjustments and differences in classifica-

tions. Payments to participants in the three LTV

Steel plans in litigation also are shown in the

President's Budget but are not treated as benefit

payments by PBGC herein.
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Financial Summary
(Dollars in millions)

Year Ended September 30,

Single-Employer Fund 1989 1988 1987 1986 1985 1984 1983 1982 1981 1980

Summary ofOperations:

Premium income $603.2 $464.5 $267.6 $201.4 $81.7 $80.5 $81.5 $79.6 $75.0 $71.2

Investment and other

income 387.1 5.2 261.2 261.7 129.3 29.7 188.3 96.2 (5.4) 22.3

Actuarial charges

(credits) 361.9 358.9 87.0 524.3 383.2 (23.2) 265.7 92.7 2.5 (4.4)

Losses (gains) from

plans terminated

and pending

termination 163.3 57.3 (57.8) 2,406.7 657.9 41.7 167.4 202.9 140.6 26.3

Administrative

expenses 45.4 48.3 36.2 33.2 33.2 30.3 27.2 24.2 20.6 19.8

Infrequent event 0.0 0.0 1,814.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net income 419.7 5.2 2,277.9 (2,501.1) (863.3) 61.3 (190.5) (144.0) (94.2) 51.8

Summary ofFinancial Position:

Investments 2,355.5 1,817.4 1,728.4 1,409.6 953.6 831.9 759.1 538.1 353.5 294.1

Total assets 3,059.3 2,422.3 2,163.4 1,740.3 1,154.6 1,063.3 1,084.9 772.8 467.4 429.5

Reserve for guaranteed

benefits 3,983.6 3,805.7 3,629.3 5,491.8 2,447.0 1,496.6 1,570.0 1,076.0 637.0 506.0

Accumulated deficit (1,123.6) (1,543.3) (1,548.5) (3,826.4) (1,325.3) (462.0) (523.3) (332.8) (188.8) (94.6)

Insurance Activity:

Benefit payments 352.9 356.5 300.2 260.5 170.2 169.3 136.6 94.2 56.8 36.7

Participants receiving

benefits 106,770 110,300 109,700 90,750 74,800 64,700 55,400 50,900 36,400 28,000

Plans trusteed and

expected to be

trusteed 1,501 1,455 1,376 1,315 1,191 1.118 1,021 904 783 672

Year Ended September 30,

Multiemployer Fund 1989 1988 1987 1986 1985 1984 1983 1982 1981 1980

Summary ofOperations:

Premium income $20.4 $17.2 $16.8 $14.7 $14.2 $12.2 $12.8 $12.8 $11.7 $4.5

Investment and other

income 15.9 6.5 3.5 14.0 9.1 3.4 6.8 5.5 (0.1) 1.8

Actuarial charges

(credits) 1.1 2.7 2.3 1.5 3.2 1.1 2.0 3.4 0.4 1.0

Losses (gains) from

financial assistance 0.7 (6.2) (9.1) 5.7 6.4 0.6 19.1 0.0 0.0 0.0

Administrative

expenses 3.3 3.6 3.3 3.6 4.2 3.0 3.2 3.2 2.3 2.1

Net income 31.3 23.6 23.6 18.0 9.5 11.2 (5.1) 12.3 7.3 2.4

Summary ofFinancial Position:

Investments 154.0 121.9 106.3 92.1 71.5 53.0 45.4 34.0 22.2 17.7

Total assets 160.7 129.3 113.6 98.3 78.4 60.8 52.4 40.3 28.0 21.1

Reserve for guaranteed

benefits 17.1 18.6 18.9 19.8 21.7 22.0 25.0 26.8 27.0 28.7

Reserve for future

financial assistance 10.9 11.2 18.5 29.0 25.1 19.4 19.0 0.0 0.0 0.0

Accumulated surplus

(deficit) 123.3 92.0 68.4 44.7 26.7 17.2 6.0 11.1 (1.3) (8.5)

Insurance Activity:

Benefit payments 2.6 3.0 3.3 3.3 3.5 3.6 3.8 4.5 4.3 3.9

Participants receiving

benefits from PBGC 2,310 2,500 2,800 3,250 3,100 3,400 3,500 3,800 4,000 4,100

Plans receiving

financial assistance

from PBGC 3 3 6 5 3 2 2

lote: Financial Statements appear on pp. 32» I>
through 49.
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The Pension Benefit Guaranty Corporation (pbgc) protects the pensions ofnearly 40 million

Americans in more than 95,000 private defined benefit pension plans. These pension

plans provide a specified monthly benefit at retirement usually based on salary and years

ofservice. The Employee Retirement Income Security Act of 1974 (erisa) established

pbgc as a federal corporation and set forth the mission:

• Encourage the growth ofprivate pension plans,

• Pay timely and uninterrupted pension benefits, and

• Maintain pension insurance premiums at the lowest level necessary to carry out the

agency's obligations.

pbgc receives no funds from federal tax revenues. Operations are financed by insurance

premiums set by Congress and paid by sponsors ofdefined benefit plans, investment income,

assets from pension plans trusteed by PBGC, and recoveries from the companies formerly

responsible for the trusteed plans.



Highlights

1

Assets and Liabilities

(Dollars in billions)

86 87 88 89 90

I Assets I Liabilities

* f fiJ*
*?

In an 8-1 decision, the U.S. Supreme

Court upheld PBGC's action in restoring

to The ltv Corporation full responsi-

bility for funding and administering three

ltv Steel pension plans underfunded

by about $2.5 billion.

Losses from plan terminations, includ-

ing probable terminations, amounted

to about $928 million as compared

to $163 million in 1989, increasing

total liabilities by 20 percent to more

than $5 billion.

With losses primarily from actual and

probable terminations, PBGC's

accumulated deficit almost doubled,

reaching $1.8 billion.

Single-Employer and

Multiemployer Programs Combined

(Dollars in millions)

Summary of Operations

Premium Income

Investment and Other Income (Loss)

Net Income (Loss)

Financial Position

Total Assets

Total Liabilities

Accumulated Deficit

Insurance Activity

Benefits Paid

Participants Paid

Participants Owed Benefits

New Underfunded Terminations . .

Terminated Plans Since Inception

(trusteed and expected

to be trusteed)

pbgc is exposed to about $20 billion

to $30 billion in underfunded pensions,

of which about $8 billion represents

reasonably possible losses from plans

sponsored by financially troubled

employers.

Benefit payments increased slightly to

about $372 million for more than

112,500 participants. Another 95,500

participants not yet retired are entitled to

receive benefits in the future. In addition,

138,000 participants are in plans that

did or will probably terminate subsequent

to yearend, including about 50,000 in

pension plans of Eastern Air Lines.

PBGC's multiemployer plan insurance

program had a small net income of

$9.2 million and ended the year with an

accumulated surplus of $132.5 million.

1989 1990 Change

1,511 1,568

$ 623.6 $ 680.6 9.1%

$ 403.0 $ (90-2.) — 122.4%

$ 451.0 $ (780.0) — 272.9%

$ 3,220.0 $3,301.3 2.5%

$ 4,220.3 $ 5,081.6 20.4%

$(1,000.3) $(1,780.3) 78.0%

$ 355-5 $ 37i-8 4.6%

109,080 1 12,55° 3.2%

231,000 346,000 49.8%

46 62 34.8%



The President

The White House

Washington, D.C. 20500

The Honorable Dan Quayle

President of the Senate

Washington, D.C. 20510

The Honorable Thomas S. Foley

Speaker of the House of Representatives

Washington, D.C. 20515

Gentlemen:

We are pleased to submit the 16th Annual Report of the Pension Benefit Guaranty

Corporation (pbgc) as required by the Employee Retirement Income Security Act of 1974.

This report includes the Corporation's financial statements as of September 30, 1990.

During 1990, PBGC engaged in successful litigation and negotiations to protect the

insurance program and the pension benefits of American workers and retirees. As the

year's financial results showed, however, pbgc remains extremely vulnerable to substantial

and unpredictable losses, pbgc continues to face potential losses that represent large

hidden contingent liabilities to the federal government. The agency has intensified its efforts

to expose these contingent liabilities and contain them.

Our long-term goal is to operate as a service-oriented, financially solvent and professionally

managed insurance company that serves as the safety net for a healthy, growing defined

benefit pension system. We are taking the steps now to reach this goal and, thereby, assure

the retirement security of millions of American workers.

Sincerely yours,

Lynn Martin

Secretary ofLabor

Chairman ofthe Board

JZL

James B. Lockhart m
'Executive Director



Creating a Sound Insurance Program

Deficit

(Dollars in billions)

Single-Employer

Premiums

$72.00

10
ss.s-o sTTod*

19,00

74-78 78-86 86-88 88-91 91-

I Basic Vanable-Rate

PBGC represents

large hidden liabilities

to government

During 1990, PBGC achieved significant

victories in court and at the negotiating

table. Despite efforts to prevent loss

to retirees and the insurance program,

events occurring after yearend, including

the termination of seven Eastern Air

Lines pension plans, exposed the pre-

cariousness of PBGC's financial position.

pbgc's insurance funds continue to

face potential losses that represent large

hidden liabilities to the federal govern-

ment. PBGC intensified its efforts to

expose these liabilities and contain them.

Although the agency's cash-flow remains

strong, the weakened condition of

several employers with large underfunded

pension plans and the restructuring of

the airline industry led to increased

losses for PBGC. As a result, PBGC

recorded losses of about $928 million

primarily from actual and probable plan

terminations, and the accumulated deficit

nearly doubled to about $1.8 billion.

Private defined benefit pensions insured by

pbgc continue to be well-funded with

about $800 billion in liabilities backed by

more than $1 trillion in assets. However,

as shown in the 1990 results, pbgc still

faces substantial risks from underfunded

plans.

About $20 billion to $30 billion of

underfunding exists in pension plans

concentrated in the steel, airline, and

automobile industries. This includes

pension plans with about $8 billion of

underfunding that are sponsored by

financially troubled companies and

represent a serious risk of loss to pbgc.

This underfunding amounts to about

10 times PBGC's annual premium income.

These plans threaten not only pbgc

but also the retirement security of

participants whose unfunded pensions

may include nonguaranteed benefits.

PBGC's long-term goal is to operate as a

service-oriented, professionally managed

insurance company capable of achieving

a stand-alone AAA rating to serve as the

safety net for a healthy defined benefit

system. The key obstacle to achieving

that goal is the risk of large future losses

from these underfunded pension plans.

In 1990, PBGC placed new emphasis on

incentives for employers to fund rather

than terminate pension plans.

New management and investment strategies

took shape to reduce the volatility of

PBGC's continuing deficit and to prevent

a future crisis. PBGC also continued to

encourage the growth of defined benefit

pension plans and undertook a series of

studies to examine factors underlying

current trends.

Events made key objectives set in 1989

more difficult to achieve. PBGC had

sought to reduce its deficit without a

premium increase. Shortly after yearend,

however, Congress enacted an increase

in the premium for single-employer

plans as part of the budget agreement for

fiscal year 1991. As a result, the basic

premium will increase from $16 to

$19 per participant. To increase funding

incentives, the additional variable rate

for underfunded plans will increase

from $6 to $9 per $1,000 of unfunded

vested benefits, capped at $53 per

participant for a total maximum premium

of $72 per participant.

Although this increase will improve PBGC's

revenue cash-flow to pay benefits, it

alone will not be sufficient to reduce the

Corporation's deficit. The agency is

considering legislative changes for 199

1

to strengthen employers' financial

incentives to fund pension plans, to

further reduce PBGC's exposure to

losses, and to improve recoveries from

firms that terminate plans.



encourage better funding,

discourage termination,

maximize recoveries

, forceful legal action

when necessary

Financial Guarantee Insurance

Operation

PBGC's deficit is the product of its "financial

guarantee business," one of its two

distinct insurance functions. In this oper-

ation, the insurance program protects

pension participants from loss of benefits

because of their employers' distressed

financial condition. Future results will

largely reflect the financial guarantee

operation, which is contingent upon

economic conditions, investment

markets, and the business fortunes of

corporations with underfunded plans.

To build a stronger program, PBGC took

action in 1990 to limit losses. A new

department took shape to deal with

major cases. PBGC used an aggressive

enforcement and negotiation posture

to encourage better funding and

deter unwarranted termination of

pension plans.

The Corporation established three mutually

reinforcing strategies to prevent losses:

• encourage better funding of pension

plans,

• discourage the termination of under-

funded plans, and

• maximize recoveries when an under-

funded plan must be terminated.

Better Pension Funding:

PBGC uses the enforcement tools provided

by the Congress to encourage employers

to better fund pension plans. Among

these are joint-and-several liability of a

controlled group (an employer and its

affiliated companies) for funding a plan

and PBGC authority to obtain a lien

against the assets of an employer and its

controlled group for missed contribu-

tions. For instance, negotiations

involving Sharon Steel Corporation

resulted in significant new pension

funding so that the company could

emerge from bankruptcy.

PBGC also developed and used other means

to raise public awareness of under-

funding and encourage better pension

funding. In 1990, pbgc released for the

first time a list of the 50 public companies

with the largest underfunded pension

plans. These 50 companies had under-

funding totaling about $13.5 billion.

The list achieved its purpose, focusing

attention on underfunding, and prompted

some companies to consider better

funding their pensions. Better funded

pensions will reduce the risk of large

losses that are damaging the pension

insurance program and of losses of

nonguaranteed benefits that can hurt

workers and retirees.

Discouraging Terminations:

Stiffer tests for termination of underfunded

plans, enacted in recent years, are help-

ing to limit instances in which pbgc

must step in to take over a plan. PBGC

has been able to discourage terminations

through enforcement and, as in the

Sharon case, negotiations that empha-

size the agency's claims in bankruptcy

and the joint-and-several liability

of all controlled group members for

plan underfunding.

pbgc also has taken forceful legal action

when necessary to protect the program

from an unwarranted termination or

abuse of its guarantees. In the most

important case in PBGC's history, the

Supreme Court resolved pbgc's three-

year legal battle with The ltv Cor-

poration over restoration of three large

underfunded pension plans. In uphold-

ing pbgc's broad authority to protect the

federal pension insurance program from

abusive follow-on plans in the ltv case,

the Supreme Court gave an important

victory to all workers and retirees and

to the companies that pay pbgc's pre-

miums. The ruling on follow-on plans
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policy

affirmed an important coinsurance

feature that will provide an incentive

for workers and retirees, whose benefits

are not fully guaranteed by pbgc,

to encourage better pension funding

by companies.

PBGC relies on tough negotiations and

litigation to assure the best possible

recovery on the agency's claims when

the agency must assume trusteeship of an

underfunded plan. Negotiations with

Eastern Air Lines and Continental Airlines

Holdings, Inc., are an example of this

strategy. Despite the ultimate failure of

the Continental portion of the agree-

ment, Eastern's and Continental's cash

payments of over $100 million, which

were part of the agreement, reduced

losses from the termination of Eastern's

pension plans.

The agency's recovery strategy, however,

has been threatened by the U.S. Bank-

ruptcy Court for the Southern District of

New York, which has recommended in

ltv proceedings that the district court

hold that PBGC has no priority standing

among creditors. If allowed to stand, the

court's ruling could severely reduce

pbgc's recoveries in bankruptcy cases

and increase losses. By decreasing the

financial exposure of companies and

their creditors upon plan termination,

this ruling would increase the incentives

to terminate underfunded plans, which

could result in further losses.

Annuity Operation

PBGC's other insurance function is an "an-

nuity business" in which the agency pays

benefits for the pension plans trusteed,

much as a life insurance company does

through an annuity contract. Rather than

issuing a contract, PBGC pays benefits

based on plan provisions and statutory

requirements. In 1990, PBGC paid about

$372 million in benefits to more than

112,500 people. The investment assets

and benefit liabilities represent

PBGC's annuity operation.

A large portion of pbgc's resources and

personnel are devoted to managing the

agency's annuity operation. The agency

has continued to make progress in

upgrading the efficiency and respon-

siveness of services to participants in

PBGC-trusteed plans through automation

and improved procedures. During

1990, pbgc also focused on improving

the other major aspect of its annuity

operation—investment of agency assets.

To help control the agency's deficit, effec-

tive management of pbgc's assets and

liabilities is as necessary as vigorous loss

prevention. Based on an extensive re-

view, pbgc is instituting a major change
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legislative proposals to

strengthen pbgc

in investment policy, pbgc will invest

most assets in long-term bonds to more

effectively match the duration of liabili-

ties and better control deficit volatility.

PBGC's booked and contingent liabilities

are extremely sensitive to interest-rate

changes. A one-percentage point fall in

interest rates can increase PBGC's booked

liabilities by about $700 million and

contingent liabilities from troubled

companies by over $1 billion.

Interest-rate changes affect the values of

long-term bonds and pbgc liabilities

inversely. By investing in long-term bonds

with the same duration as our annuity

liabilities, pbgc can offset the effect of

interest rate changes on the deficit to the

extent the insurance program is funded.

The new approach will also better

balance the equity risk pbgc faces under

the financial guarantee operation from

companies with underfunded plans and

the equities held by those plans.

Legislative Initiatives

Other steps are needed beyond a strong loss

prevention strategy and new investment

policy to control liabilities, pbgc is

making the best use possible of the tools

given by the Congress, but in some

instances the tools need sharpening.

The Administration is considering

proposals for the Congress to strengthen

the program.

As pension funding is an asset allocation

decision, the prime incentives to fund at

or above required levels are largely

economic, pbgc could encourage better

funding and reduce its exposure by seek-

ing tougher funding rules, better pricing

the cost of insuring underfunded plans,

reducing insurance coverage by limiting

guarantees, or increasing coinsurance

by sharing losses, pbgc presently is

looking at ways to improve the funding

rules and pension coinsurance.

Even with full compliance with the mini-

mum funding rules, a plan can continue

to be seriously underfunded. It, there-

fore, may be necessary to address weak-

nesses in the current rules that were not

corrected by the pension reforms in

1986 and 1987 to increase employer

funding of underfunded plans.

With coinsurance, all parties—employers,

creditors, workers, and retirees—have a

financial incentive to prevent losses,

since they all share the cost of any loss

with the insurance company. Plan

participants may lose unfunded non-

guaranteed benefits. Shareholders and

creditors may suffer increased losses

because of PBGC recoveries in bank-

ruptcy. Employers and their controlled

groups face liabilities to PBGC and liens

on their assets. The greater the

coinsurance, the more likely these

parties will try to improve plan funding

and prevent terminations.

The Future

The $1.2 billion swing in results from the

profits of 1989 to the losses of 1990

point out the continued vulnerability of

pbgc to large losses despite the legislative

changes of 1986 and 1987. pbgc took

steps in 1990 to reduce this volatility by

the victory over ltv in the Supreme

Court and by implementing a tough loss

prevention strategy and a new invest-

ment policy. The agency initiated other

actions to address the areas of service,

systems, and controls. PBGC is making

progress on creating a sound insurance

program and will continue these initia-

tives in 1 991. However, the keystone to

a sound insurance program is legislative

changes to strengthen the insurance

fund. These changes must address the

short-term risks of termination but also

encourage sponsors to better fund their

pension plans over the long term.

"••'•
:



Financial Guarantee Insurance Program

Net Claims

(Dollars in billions)
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Probable Actual

PBGC protects the pension benefits of

about 31 million participants in about

93,000 single-employer pension plans.

PBGC guarantees that these workers and

retirees will receive a substantial portion

of their promised benefits if their

employer is in financial distress and

unable to pay all promised benefits.

In 1990, the guarantee covered pension

payments up to $26,000 per year.

Even though most insured plans are well-

funded, PBGC still faces substantial

exposure to loss from underfunded plans.

Claims Experience

from Single-Employer Plans*

Number

(Dollars in millions) of Plans

Year of Termination

i975-!979 5 8 5

1980-1984 599

1985-199° 374

Total Terminated 1,558

Probable 34

Total 1,592-

Although tighter funding standards and

restrictive tests for termination of under-

funded plans enacted in the late 1980's

have helped to improve plan funding

and deter unwarranted terminations of

underfunded plans, problems remain.

History of Claims

PBGC's financial guarantee operations have

shown extreme variability over the

years, with a marked sensitivity to the

sporadic terminations of very large

underfunded plans.

Benefit

Liability

$ 4OZ

1,270

2,063

3,736

4,345

Trust

Plan

Assets

151

512

469

1,132

2,284

Recoveries

From

Employers

$ 59

136

385

580

950

Net

Losses

1 192

622

1,209

2,024

I, III

S,o8i $3,416 $1,530 $3,135

* Values for recent years are subject to change as pbcc

completes reviewing smaller plans generally with claims of

less than $5 million and establishes termination dates.

The table demonstrates the dramatic

growth in net losses over PBGC's history,

despite the decline in the number of

terminations within the past few years.

Most significantly, PBGC faces probable

losses of $1.1 billion for 34 plans that

are expected to terminate after yearend.

They represent over a third of the

agency's total net losses since inception.

The guaranteed liabilities in those

34 plans total more than the liabilities

of the nearly r,6oo plans terminated in

the 16 years of PBGC's existence.

The average net loss per plan from 1985

to 1990 (excluding probable plan

terminations) was about $3.2 million. As

the following table shows, this is about

10 times the average net loss of $3 29,000

per plan for 1975 through 1979- The

probable losses are another 10 times

those of the latest 6-year average.



Trends of Terminated Plans

(Dollars in millions)

Year of Termination

'975- : 979

1980-1984

1985-1990 . . .

.

Net I osses

.IS .1

Percent of Average Net

Guaranteed 1 1 >ss Per

Funding Benefit Terminated

Level I lability Plan

37% 48% $0.3

40 49 I.O

2-3 59 3-2-

Distress and Involuntary

Terminations

PBGC's financial guarantee for single-

employer plans is triggered by the termi-

nation of an underfunded plan by either

the sponsoring employer or PBGC. The

current termination requirements restrict

employer-initiated terminations of

underfunded plans to instances in which

the employer is being liquidated in bank-

ruptcy or in which termination is neces-

sary for the survival of the sponsoring

company. In all such cases, the employer

must demonstrate to PBGC's satisfaction,

or to a bankruptcy court if appropriate,

that it and each member of its controlled

group meets one of the financial

distress criteria.

An underfunded plan may also be terminated

involuntarily by PBGC when necessary

to protect the interests of the partici-

pants or the insurance program. PBGC

is required to terminate a plan that is

unable to pay current benefits. Termina-

tion, however, is a last resort. PBG(

prefers to negotiate first with the

employer to improve a plan's funding.

Fewer underfunded plans have terminated

since enactment of major pension

reforms in 1986 and 1987. However,

pbgc reviewed more plans for distress or

involuntary termination in 1990 than in

the previous year and more employers

met the termination standards in 1 990.

As a result, PBGC agreed to the distress

or involuntary termination of 62 under-

funded plans in 1990, 335 percent

increase from the 46 in 1989. These

terminations contained over $150 million

in unfunded guaranteed benefits. In

many of these cases, the actual termina-

tion date was in an earlier year. In almost

all of these cases, the employers either

had liquidated or were doing so.

Of the 34 probable terminations, seven

Eastern Air Lines pension plans termi-

nated with almost $700 million in

total unfunded benefits in October

1990. pbgc expects the other 27 plans,

with combined underfunding of

about $2.1 billion, to terminate in the

near future.

Trusteed Plans

pp.gc becomes trustee of terminated under-

funded plans either through agreement

with the plan administrator or through a

court order. As trustee, pbgc takes

custody of plan records, determines

eligibility for and amount of benefits,

pays benefits to participants when due,

assumes control of plan assets, and

recovers amounts due the plan or pbgc

from the employer or members of the

employer's controlled group. PBGC's

actual trusteeship of a plan frequently

occurs months or years after the date of

plan termination. During 1990, PBGC
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completed trusteeing 73 plans, many of

which had terminated in earlier years.

By the end of the year, pbgc had trusteed

a total of 1,504 terminated single-

employer plans and 10 terminated

multiemployer plans. PBGC will trustee

an additional 54 plans that are in the

process of terminating, bringing the total

to 1,568 plans. This total includes the

62 underfunded plans that terminated in

1990. However, the total had a net

increase of 57 plans over the previous

year because 5 terminated plans included

in 1989 are no longer being considered

for trusteeship.

Exposure

While single-employer plans became

much better funded during the 1980's,

significant underfunding remains. Most

of these plans are chronic as they were

underfunded when PBGC was established.

PBGC conducts an annual analysis of

unfunded vested pension benefits in

firms with insured defined benefit plans.

For the analysis, PBGC uses data from

Securities and Exchange Commission

and Internal Revenue Service filings after

adjusting for the PBGC interest rate.

Total unfunded vested benefits are estimated

to be about $20 billion to $30 billion.

This underfunding is heavily concen-

trated in the pension plans of a few

firms, largely in the automobile, airline

and steel industries. Based on 1988

data, pbgc found that 50 firms alone

were responsible for $13.5 billion in

unfunded benefits.

Of all firms with underfunded pensions,

financially troubled firms pose the

greatest risk. To gauge this risk, PBGC

reviewed the financial health of firms

with more than $5 million each in

unfunded benefits. This analysis revealed

that approximately 30 firms pose a

significant risk of losses to pbgc. These

firms account for about $8 billion in

unfunded vested benefits.

Financial Forecasts

Based on historical experience and financial

results for the fiscal year, PBGC develops

projections for the future financial condi-

tion of the single-employer program.

pbgc has prepared three 10-year

forecasts to give a long-term view of the

expected status under different loss

scenarios. Although the slopes of the

lines depicted in the accompanying graph

are smooth, pbgc expects its history of

significant variations in losses to continue.

Forecast A is based on the average annual

net losses over the entire pbgc history

and assumes the lowest level of future

losses. As the graph shows, Forecast A

projects a surplus starting in FY 1998

and reaching $0.4 billion by the end of

FY ZOOO.

Forecast B, which assumes the mid-level of

future losses, is based on the average

annual net losses over the most recent

nine fiscal years ($427 million per year)

because pbgc began incurring signifi-

cantly larger losses in fy 1982. This

forecast was used to develop the

President's fy 1992 Budget. Under

Forecast B, pbgc's projected deficit

would reach a low of under $1.5 billion

in fy 1995 . It then would grow to

$2.1 billion by the end of the 10-year

period as net losses continue to grow

while the premium rate remains constant.

Because of the potential for massive losses

from the largest underfunded plans or

other contingencies mentioned in

Note 9 to the financial statements, pbgc

developed Forecast c. This latter fore-

cast assumes $900 million of claims each

year. Although this forecast assumes the

highest level of future claims, it is not a

worst-case forecast. Forecast c assumes

that the $8 billion of reasonably possible
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losses, discussed in Note 9 to the

financial statements, will occur over the

next 10 years, in addition to a modest

number of lesser terminations each

year. This forecast projects continued

growth of pbgc's deficit throughout the

10-year period to a high of $11.4 billion

by the end of FY 2000.

The three forecasts share several assump-

tions. Projected claims are in 1991

dollars. The present value of future

benefits is valued at 7.75% for imme-

diate annuities, with lower rates for

deferred annuities, giving a composite

rate of 7.25% that was also used for

projected investment results. Benefits in

newly terminated plans are assumed to

grow at 6.25%, and the number of

participants in insured plans is assumed

to grow one percent annually. Assumed

administrative expenses through

1996 are consistent with the President's

fy 1992 Budget and are projected to

grow 6.25% each year thereafter. The

single-employer premium, increased by

the Omnibus Budget Reconciliation Act

of 1990, will produce revenue equivalent

to $23 per participant. Plan funding

and recoveries from plan sponsors are

assumed to remain the same as

historical averages.



Enforcing Pension Responsibility

forceful negotiations

prevent loss

PBGC enforces employers' responsibility

for funding their pension plans and

works to prevent losses for the pension

insurance system through negotiations

and the courts. When negotiations fail

or are impractical, pbgc brings its

independent litigating authority to bear.

In federal courts throughout the nation,

PBGC is defending the insurance

programs against abuse and violations

of pension law.

Negotiations

pbgc is capable of forceful negotiations

because of the enforcement tools pbgc

has requested and the Congress has

enacted over the years. Joint-and-several

liability and liens against assets of

controlled group members, full liability

for all promised pensions, and restrictive

tests for termination of underfunded

plans give PBGC considerable leverage.

The Supreme Court decision in the ltv

case provides additional authority

in negotiations.

Using these tools, PBGC negotiators, led by

Deputy Executive Director and Chief

Negotiator Diane E. Burkley, have

successfully convinced a number of

employers to improve the funding of

their plans. Alternatively, pbgc used its

authority to terminate plans to prevent

unreasonable long-term loss to the

Corporation. The agency also has used

the threat of termination to prevent the

break-up of controlled groups whose

collective assets back up a pension plan.

Eastern Air Lines:

Eastern Air Lines' seven defined benefit

plans, covering about 50,000 workers

and retirees, were underfunded for full

benefits by nearly $700 million as of

October 1990. Eastern, in bankruptcy

reorganization since March 1989, is

part of a controlled group that includes

Continental Airlines Holdings, Inc.

(formerly Texas Air), and Continental

Airlines. Even before Eastern's bank-

ruptcy filing, pbgc worked closely with

the Internal Revenue Service to ensure

that Eastern continued to meet its pension

funding obligations, pbgc immediately

intensified its monitoring after the filing.

The agency was particularly concerned

about a break-up of the controlled group

that would have left only Eastern

responsible for the pension plans, pbgc

also was aware that the full pension

debt might be too heavy a burden for

Continental alone. After a detailed

financial analysis, PBGC negotiated a

settlement in September 1990 under

which Eastern and Continental together

would fully fund all pension benefits.

The agreement was conditioned upon

execution of a security arrangement

acceptable to PBGC to protect the full

pension benefits and prevent loss.

In October 1990, PBGC terminated and

trusteed Eastern's plans. Eastern was

obligated to pay $30 million to the

plans, which occurred after yearend,

and granted PBGC a general unsecured

claim in its bankruptcy for $565 million.

Continental, which paid an initial

$80.5 million in September 1990, had

agreed to fund the remaining liability in

monthly installments starting in 1991

and ending in 2002. Subsequently,

Continental was unable to provide ade-

quate collateral to meet the requirement

of an acceptable security arrangement.

The September 1990 agreement with

Continental, therefore, is void.

Continental filed for bankruptcy in

December, pbgc will seek recoveries in

that bankruptcy of approximately

$700 million in claims against Conti-

nental and its subsidiaries. The agreement

with Eastern remains in effect.



Supreme Court ruled

to restore responsibility

to LTV

Sharon Steel Corporation:

Sharon, a firm that recently emerged from

Chapter 1 1 bankruptcy, has six plans

that are underfunded on a termination

basis by about $2.75 million. In late 1989,

a group of investors proposed to buy

Sharon's ailing steel operations, breaking

up Sharon's controlled group. The

controlled group included solvent sub-

sidiaries not in bankruptcy. Since this

would free the healthy controlled

group members from Sharon's pension

liabilities, PBGC negotiators informed the

investors that, absent adequate protection

for the pension plans, the agency could

be forced to terminate the plans to

preserve PBGC's claims against the entire

controlled group. PBGC also informed

the parties of its intention to assert liens

against solvent controlled group members

for $65 million in missed contributions.

In the end, PBGC negotiated an unprece-

dented agreement under which the new

reorganized steel company will continue

to maintain the plans, and will pay

approximately $65 million in overdue

minimum funding contributions. PBGC

also negotiated a package of security

interests and commitments from both

the new steel company and former

controlled group members to back future

funding and future termination liability.

The collateral package will remain in

place for the next nine years.

Wheeling-Pittsburgh Steel

Corporation (wp):

pbgc continues to face efforts by some

employers, including wp, to establish

new arrangements to replace non-

guaranteed pension benefits lost through

termination of an underfunded plan.

Following termination of several wp

plans in 1985, wp attempted to establish

such follow-on plans and sought

district court approval. The ensuing

litigation was suspended pending resolu-

tion of the ltv case.

After the successful resolution of the ltv

case, PBGC reached agreements with the

company and representatives for salaried

and hourly workers and retirees ending

the follow-on plans and replacing them

with arrangements that do not abuse the

insurance program. The bankruptcy

court approved these agreements, which

also provided damages to PBGC for the

period after the ltv decision in which

the follow-on plans paid benefits.

Major Single-Employer

Litigation

This past year brought pbgc its most signifi-

cant victory in the case against The ltv

Corporation, which was argued in the

Supreme Court by PBGC's General

Counsel Carol Connor Flowe. Never-

theless, substantial issues remain to be

resolved in that and other cases now

pending before the courts.

The ltv Corporation:

In June 1990, the Supreme Court ruled

8-1 in pbgc's favor, enabling the agency

to restore responsibility to ltv for three

pension plans underfunded by about

$2.5 billion.

The Court endorsed PBGC's policy prohibit-

ing abusive follow-on plans as "emi-

nently reasonable." The Court also held

that pbgc need not consider bankruptcy

or labor law principles in deciding to

restore plans, and that pbgc gave ltv all

necessary procedural protections.

The case dates to January 1987, when PBGC

terminated and trusteed the three plans

after the bankrupt ltv stopped funding

them. The company subsequently

established new follow-on pension

arrangements that effectively continued

ltv's original pension programs using

pbgc payments as a subsidy. When ltv



persisted in this abuse and its financial

condition improved significantly, PBGC

restored the plans to full active operation

in September 1987. ltv refused to

comply, initially winning district and

appellate court rulings reversing pbgc's

action. The Supreme Court overturned

the lower courts. In December 1990, a

district court took the final step of

ordering the plans' restoration.

pbgc is working with ltv to ensure a

smooth transition in returning the plans

to the company. In coordination with

the Department of Labor and the Inter-

nal Revenue Service (irs), pbgc also is

taking steps to assure that ltv resumes

funding the plans on a mutually satis-

factory schedule. As part of this effort,

pbgc and the ms published regulations

shortly after the year ended that give

pbgc authority for establishing funding

schedules for restored plans, including

ltv's. In accordance with these regula-

tions, pbgc is developing a payment

schedule under which ltv will have

30 years to pay the three restored plans'

unfunded liabilities determined as of

January 1, 1991.

In a separate action, PBGC is pursuing bank-

ruptcy claims for a fourth terminated ltv

plan that PBGC cannot restore because

the plan ran out of money, ltv and some

of its creditors have challenged these

claims. The bankruptcy court has recom-

mended that the district court rule in

favor of ltv, concluding that bankruptcy

law, not pension law, governs calculation

of pbgc claims and that the claims are

not entitled to priority in bankruptcy.

pbgc is vigorously challenging the court's

recommendations in district court.

Collins v. PBGC; Page v. PBGC:

In a nationwide class action, participants in

plans that terminated without being

amended to adopt ERISA's minimum

vesting standards have asked a district

court to require PBGC to pay guaran-

teed benefits as if the plans had been

amended. The case involves amounts

that may be very substantial. Until 1980,

erisa authorized pbgc to guarantee only

benefits specifically provided by a plan's

terms. Amendments to ERISA enacted in

September 1980 did authorize PBGC to

incorporate erisa's minimum standards

into plans that terminated after that date

without having adopted the standards,

but the plans covered by this suit

terminated before the amendments

took effect. The participants also have

asked the court to require PBGC to fully

guarantee the vesting improvements

without a "phase-in" if the court decides

PBGC should have incorporated

erisa's standards.

Fiduciary Breaches:

pbgc has seen relatively little evidence

of significant fraud or misuse of pension

assets. When cases do arise, the agency

seeks swift restitution of plan funds

and prosecution of those who abused

fiduciary standards.

pbgc v. Scherling: In May, an appellate

court reversed a district court in ruling

that PBGC's actions as trustee are not

subject to the Title 1 statute of limita-

tions. This victory will facilitate PBGC's

enforcement and collection efforts in

fiduciary breach cases nationwide.

pbgc v. Ross, et al.: A district court has held

that nonfiduciaries, who knowingly

participate with fiduciaries in breaches of

erisa's fiduciary standards, can be held

personally liable to an injured pension

plan under Title 1 of erisa. As a result,

pbgc, as trustee of terminated pension

plans, can pursue actions against indi-

viduals who assist in breaches that injure

a plan even though they may not

be considered a fiduciary under erisa.





pbgcv. Lundberg, etal.: PBGC obtained

a partial summary judgment on an im-

proper reversion taken by Lundberg

Industries, Ltd., from company pension

plans. The district court held that the

plan trustees violated Title iv and their

fiduciary duty by authorizing a reversion

of $3.6 million before paying all benefits

due. In consolidated actions, both

the Department of Labor and PBGC are

seeking recovery of losses caused by

improper loans and other transactions.

PBGC v. m&i Marshall and Jlsley Bank: m&i

Marshall and Ilsley Bank had been trustee

of several now-terminated Wheeling-

Pittsburgh Steel pension plans, pbgc

sued m&i for violating its fiduciary duty

and ERISA's prohibited transaction rules

by accepting an improper contribution

of nonmarketable company stock in lieu

of cash. When Wheeling-Pittsburgh went

into bankruptcy, the stock value dropped

dramatically. Shortly after the fiscal

year ended, PBGC agreed to settle the case

for $5 million, which m&i has now paid.

pbgc has recovered additional amounts

on this loss through the Wheeling-

Pittsburgh plan of reorganization.

Multiemployer Litigation

During 1990, pbgc continued acting

as "friend of the court" to urge federal

courts to require that employers first

challenge assessments of withdrawal

liability in arbitration rather than through

litigation. The "arbitrate first" rule,

required by erisa, is more efficient and

less expensive than litigation for both

employers and plans.

Courts continue to agree with pbgc that all

disputes, even those concerning "em-

ployer" status, first must be submitted to

arbitration. In Banner Industries, Inc. and

Central States, Southeast and Southwest

Areas Pension Fund, the U.S. Court of

Appeals for the Seventh Circuit warned

that employers who attempt to bring

such disputes to court first may lose the

right to arbitrate and waive their

defenses to the assessment.

pbgc has also been involved in cases

involving post-arbitration judicial review

of such issues as the reasonableness

of plans' actuarial assumptions used to

calculate withdrawal liability. In appellate

decisions in Great Lakes and Rivers

District and Maritime Pension Plan v. usx

Corp. and Huberv. Casablanca Indus-

tries, Inc., the courts confirmed that

a plan's assumptions must be reasonable

in the aggregate and represent the actu-

ary's best estimate, and that arbitrators'

decisions on such issues are to be upheld

unless clearly erroneous.

Courts continue to adopt PBGC's views on

other procedural and substantive issues

involving withdrawal liability claims.

For example, in the usx case, the court

agreed with pbgc that a plan should be

able to correct errors in a withdrawal

liability assessment, so long as the

employer cannot demonstrate prejudice.

And in Brentwood Financial Corp. v.

Western Conference of Teamsters

Pension Trust Fund, an appellate court

agreed with pbgc that the "sale of

assets" exception to withdrawal liability

is available only if there has been strict

compliance with the bond/escrow

requirements of the exemption. Such

decisions strengthen multiemployer

plans by assuring that they can assess

withdrawal liability unless an exemption

applies and that they can collect the

correct amount of liability under ERISA.



Annuity Operation

special emphasis on

upgrading participant

services

Participants in Actual and

Probable Trusteed Plans

(In thousands)

400

A= Retirees only

B= Total participants in actual trusteed plans

C= Total participants in actual and probable

trusteed plans

When PBGC becomes trustee of a terminated

plan, it is responsible for paying the

pension benefits due the plan's partici-

pants. This requires obtaining and

auditing participant data, calculating

benefits quickly, informing participants

about their benefits, and paying benefits

accurately and on time.

PBGC is placing special emphasis on upgrad-

ing participant services. In recent years,

PBGC has instituted electronic direct-

deposit of benefit payments, simplified

correspondence with participants, and

reorganized annuity operations to

accelerate benefit determinations and

improve overall service. The agency

continued to make improvements during

1990. The number of individual benefit

determinations issued increased from

10,129 in 1988 to 16,244 in 1989 and

to 22,512 in 1990.

Benefit Payments

PBGC now is responsible for paying benefits

to about 346,000 participants. These

include 112,550 retirees presently

receiving pensions and 95,500 partici-

pants not yet retired who are entitled to

receive benefits in the future. In addition,

138,000 participants are in plans that

probably will terminate in the future.

Benefit payments during 1990 totalled

about $372 million, $16 million

more than in 1989.

PBGC expects benefit payments to increase

sharply during 1991 following the

agency's termination and trusteeship of

the Eastern Air Lines pension plans

covering about 1 1,500 retirees and

38,000 other participants. An additional

88,000 participants are in the other

plans considered likely to terminate.

As trustee of an underfunded plan, pbgc

pays guaranteed benefits subject to limits

set by law, and any amounts of

the nonguaranteed benefits that are

funded by plan assets or recovered

from the plan sponsor.

Improvements in Service

PBGC's annuity operations depend upon

the agency's calculations and valuations

of participants' benefits. The process

requires an actuarial determination of

each participant's benefits based on

the individual plan and pbgc's

guarantee. It is communicated to the

participant. The participant then has an

opportunity to question pbgc's

determination before the final benefit

amount is established.

PBGC has been developing and instituting

automated procedures to improve the

quality and timeliness of its payments

and communications to participants.

During 1990, the agency began testing

automated transfer of participant and

benefits data among actuaries, benefit

examiners, and the paying agent to

transfer key information more rapidly

for benefit payments. This data also will

be useful in a separate computerized

correspondence system.

Rettig Settlement

pbgc continued to make progress toward

completing the 1987 agreement settling

the Rettig-Piech class lawsuit. Under

that agreement, pbgc committed to pay

certain eligible participants 65 percent

of previously denied benefits.

pbgc first identified affected plans. This task

required reviewing about 32,000 plans

that terminated between 1976 and 1981

but were not trusteed by pbgc. pbgc also

reviewed trusteed plans covering more

than 60,000 participants. In the next

phase, actuarial contractors completed

benefit determinations in trusteed plans.

PBGC reviews these determinations

before making payments.



Appeals of Agency Decisions

PBGC's Appeals Board resolves appeals of

initial agency determinations concerning

plan coverage, participants' rights to

guaranteed benefits, and employers'

liability to pbgc for unfunded benefits.

Appeals Board rulings are final agency

decisions and are subject to review by a

U.S. District Court.

Most appeals received by the Board are filed

by participants disputing PBGC determi-

nations of guaranteed benefits due under

terminated single-employer plans and of

benefits separately due under the Rettig

Settlement. The large number of appeals

filed in the past two years is a natural

outgrowth of PBGC's progress in increas-

ing the number of benefit determinations

issued each year.

During 1990, the Board received 505 ap-

peals, up slightly from the 488 appeals

filed the previous year. The Board closed

440 cases during the year, a 20 percent

increase from the closures in 1989.

About half of the cases closed were dis-

missed without Appeals Board review.

In these cases, a preliminary examination

indicated either that the issue raised

could be resolved informally by PBGC

staff or that the appellant simply needed

a better explanation of pbgc's determi-

nation. Of the cases that were reviewed,

the Board changed about 40 percent of

the benefit determinations. The changes

resulted primarily from new facts pre-

sented by the appellant, errors corrected

by the Board, or a different interpretation

of plan provisions.

To help ensure consistent decisions on

appeals and to expedite appeals cases,

during the year the agency classified

2,700 closed cases by issue and entered

the data in a computerized data base.

PBGC Assets

pbgc funds its benefit payments and

administrative operations through

premium revenues, investment income,

assets acquired from terminated plans,

and liability payments by employers.

The agency's assets are separated into

revolving and trust funds, the former

for premium revenues and the latter for

all other assets.

The revolving funds are invested solely in

U.S. Treasury securities. The trust fund

assets are invested in stocks, bonds, and

real estate. The agency diversifies the

investments to reduce risk and assure a

cash-flow sufficient to cover benefits

and other expenses.

As of September 30, 1990, the value of

PBGC's total investments was approxi-

mately $2.6 billion. The revolving funds

contained approximately $1.6 billion

and the trust funds approximately

$1 billion. The aggregate asset mix was

33 percent equity, 59 percent fixed

income, 3 percent real estate, and

5 percent cash. Another $1 billion in

trust assets were added in early October

1990 with the termination of Eastern's

pension plans.

Investment Profile:

pbgc's conservative approach is reflected

in its investment profile, which continues

to emphasize high-quality fixed-income

securities and near-market equity

price/earnings ratios. Bond maturities

were lengthened during the year to

reflect pbgc's revised investment policy

emphasizing long-term bonds.



PBGC Asset Allocation

Real Cash Equities Fixed-

Estate

*9 90

Income

Investment Profile

September jo,

1988 1989 1990

Fixed Income Portfolio

AAA AAA AAA

Average Maturity (years)

Current Yield (%)

5.8

8.9

IO.3

8.5

19.4

8.6

Equity Portfolio

Average Price/Earnings Ratio 12.

I

II.

9

13.9

Dividend Yield (%) 2-7 2-7 3-7

Investment Results:

Historically, PBGC has invested funds for the

long-term, with substantial investments

value and investment experience

has been sensitive to market perform-

ance. The following table illustrates

in equities to try to maximize return. PBGC's investment results for the

PBGC reports its investments at market past three years.

Investment Performance

(Annual Rates of Return)

1990

Five Years Ended

September 30, 1990
(Annualized)

Total Invested Funds ....

Trust Funds

s&p 500 Stock Index ....

Revolving Funds

Shearson Lehman

Intermediate Treasury

Index

-0.9% 19.6% — 3.9% 11.4%

-4.8 2-S-9 -12.4 11.

1

12.3 32.9 -9-3 14.8

10.9 9.6 5-5 9-7

10.5 9.6 9.2

Investment Policy:

During 1990, the agency completed an

extensive review of its liabilities

and investment options, culminating

in a restructured investment program

that PBGC began implementing

before yearend.

The Corporation has reduced its equity

exposure and increased its commitment

to long-term bonds with investment

characteristics similar to the agency's lia-

bilities. At September 30, 1990, equities

comprised 33 percent of total assets

compared with 50 percent one year ago.

pbgc has increased fixed-income securi-

ties from 43 percent to 59 percent of

total assets and lengthened their maturi-

ties to better match pbgc liabilities.

The agency will conduct a search for both

fixed-income and equity investment

managers during 1991. PBGC will seek

fixed-income managers with experience

in long-duration management strategies

and equity managers that can provide

increased long-term returns and diversi-

fication of pbgc investments.



When fully implemented, PBGC's invest-

ment program will better match PBGC's

liabilities and reduce the agency's overall

equity risk. The asset mix will consist

approximately of 75 percent fixed-

income securities and 25 percent

equities. Through this strategy, any

change in the value of PBGC liabilities

should be more closely offset by a

corresponding change in the value of

the fixed-income assets, reducing the risk

of an increased PBGC deficit resulting

solely from interest rate changes.



Healthy Multiemployer Plan

Insurance Program

soundfinancial

condition

Multiemployer Program

Assets and Liabilities

DolUrs in millions)

86 87 88 89 90

I Assets I Liabilities

PBGC provides a separate insurance program

for multiemployer defined benefit plans,

which are collectively bargained plans

involving more than one unrelated

employer. In contrast to the program

covering single-employer plans, PBGC's

multiemployer insurance program has

shown steady financial gains dating from

1980. Significant reforms enacted that

year under the Multiemployer Pension

Plan Amendments Act (mppaa) changed

the program's structure. The multi-

employer program is now in sound

financial condition.

The multiemployer program has a lesser

scope than the single-employer pro-

gram, covering about 8.4 million partici-

pants in about 2,300 plans. In addition,

the event triggering PBGC's guarantee

and payment of benefits under this pro-

gram is plan insolvency, not plan termi-

nation as under the single-employer

program. If a multiemployer plan be-

comes financially unable to pay benefits

currently due, pbgc will provide finan-

cial assistance in the form of a loan to en-

able the plan to pay guaranteed benefits.

The multiemployer program, which is

funded and maintained separately from

the single-employer program, continued

its gains in 1990. By the end of the year,

the multiemployer program had assets of

$190.5 million and liabilities totalling

$48.4 million for future benefits

and nonrecoverable financial assistance.

The net surplus was $132.5 million.

The 1980 reforms created several safe-

guards against abusive claims that allow

pbgc to maintain multiemployer

premiums at a constant, reasonably low

level. Multiemployer plans that expe-

rience financial difficulties must undergo

reorganization, increasing employer con-

tributions and, in some cases, reducing

benefits. Further, an employer

that withdraws from a plan must

pay a proportional share of the plan's

unfunded vested benefits.

Five-Year Study

The 1980 reforms require pbgc to conduct

a study every five years to determine

whether changes are needed in the

multiemployer program's premium rate

or guarantee, pbgc completed the

second study in 1990, which confirmed

the program's financial health.

Financial Assistance:

The multiemployer program has had

relatively few claims against it. In the

10 years since 1980, PBGC has provided

approximately $10.8 million in total

financial assistance (excluding repaid

amounts) to only 6 of the 2,300 insured

multiemployer plans. PBGC paid about

$1 million of this amount to 3 plans

during 1990. pbgc expects to need a total

of $33.2 million to coverall future pay-

ments to the 3 plans currently receiving

financial assistance and to additional

plans expected to require financial

assistance in the near future. In 1990,

pbgc increased the expected claims by

about $20 million, reflecting non-

recoverable financial assistance it now

expects to grant to a plan covering

fur industry employees.

Funding Gains:

Dramatically improved funding of multi-

employer plans in the years since enact-

ment of the reforms has reduced the

program's exposure to future losses.

An estimated 89 percent of these plans,

covering about 80 percent of all multi-

employer plan participants, were fully

funded in 1990. Less than 2 percent

of all multiemployer plans, covering

about 3 percent of all participants,

were funded for less than 50 percent of

vested benefits.



Although multiemployer plan funding has

improved generally, considerable under-

funding remains in some large plans.

About 80 plans have unfunded liabilities

exceeding $5 million. Six plans, each

with unfunded liabilities in excess of

$250 million, account for about half of

the total underfunding of $5 billion.

Despite the remaining underfunding, projec-

tions based on reasonable assumptions

about investment returns and long-term

interest rates indicate the program will

remain financially strong without

premium increases.

Benefit Guarantee:

The 1990 study also revealed, however,

that inflation had greatly eroded the

purchasing power of the current benefit

guarantees. Since 1980, the purchasing

power of the guarantee has declined by

well over 50 percent.

PBGC examined whether increasing the

guarantees to restore their original value

would significantly affect the program's

financial condition. Using any reasonable

set of assumptions, such an increase

would have a very limited financial

impact on the program. PBGC, therefore,

is considering recommending that

the benefit guarantee for multiemployer

plans be increased to offset the

effect of inflation.

Benefit Payments

The original multiemployer program created

in 1974 provided termination insurance

similar to the single-employer program.

Before the 1980 reforms took effect,

pbgc trusteed 10 terminated multi-

employer plans and assumed respon-

sibility for benefit payments to their

participants. The agency has continued to

pay these benefits, but the total amounts

paid annually have been declining

for several years. In 1990, pbgc paid

about $2.5 million in benefits to about

2,200 participants of the 10 trusteed

multiemployer plans.

Union-Mandated Withdrawal Study

The 1980 reforms also required pbgc to

study the need for special rules in cases

of union-mandated withdrawals of

employers from a multiemployer pension

plan and to report its findings to the

Congress, pbgc completed this study in

1990 and plans to submit its report to

the Congress early in j 991.

pbgc found that union-mandated

withdrawals have not occurred. Con-

sequently, the agency recommended

that no special rules be adopted.



Trends in Defined Benefit Plans

Primary- Plan Coverage

Participants in millions)
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The nature of pension plan coverage in the

United States has changed during the

1980's. Defined benefit pension plans,

the kind that promise a specified amount

of monthly income upon retirement,

continue to underwrite retirement for

most American workers, but they have

experienced a significant decline in

market share. At the same time, plan

funding has improved substantially.

Defined Benefit Decline

The decade of the eighties saw a decline

in the number of defined benefit

pension plans after years of growth.

In 1979, such plans provided sole or

primary coverage for more than

80 percent of workers with pensions.

The percentage fell to less than

70 percent by 1987.

This decline in market share reflects both

replacement of defined benefit plans by

defined contribution plans and a prefer-

ence for defined contribution plans

when coverage is being established for

new groups. Much of the growth in

defined contribution plans has been in

40i(k) plans, which were introduced in

1978 legislation.

Defined benefit plans in 1987 covered more

than 40 million workers and retirees as

compared to 38 million in 1980. How-

ever, according to Internal Revenue

Service data, employers terminated nearly

16,000 defined benefit plans in 1989,

a 37 percent increase from 1988. Only

5,500 plans were created, a 67 percent

drop. Most of the shift away from

defined benefit plans involved small

plans. Because many small plans are not

insured by PBGC, such as those main-

tained by professional service employers

with fewer than 26 employees, the

number of plans insured by PBGC is not

dropping as rapidly. In the late 1980's,

PBGC was losing about 5,000 small

plans each year or about 5 percent of the

total number of insured plans.

Plan Funding

During the 1980's, several important devel-

opments characterized pension funding.

Funding of single-employer plans has

improved greatly compared to 1979

when plans were funded, on average, at

less than 125 percent of promised

benefits. Over the period 1981 through

1987, the average funding ratio has

generally ranged between 150 percent

and 175 percent. The improved funding

has largely resulted from strong per-

formance in the investment markets.

Investment returns generally have been

sufficient to offset a general downward

trend in interest rates that increased

the value of pension liabilities.

Between 1980 and 1987, fully funded plans

increased from about 82 percent of all

single-employer plans to 86 percent.

About 89 percent of plan participants

were estimated to be in fully funded

plans in 1987, as compared to 76 percent

in 1980. By 1987, only 2 percent of all

single-employer plans, with 2 percent

of all participants, were funded for less

than 50 percent of vested benefits.

The average multiemployer plan funding

ratio increased far more than the average

for single-employer plans. In 1980

multiemployer plans on average had the

lowest funding ratios compared to single-

employer plans of all types. Multi-

employer plans were only about half as

well funded as collectively bargained

single-employer plans with flat-benefit

formulas. By 1987, this situation had

changed markedly as multiemployer

plans almost doubled their average

funding ratio. Multiemployer plans and

collectively bargained single-employer

plans with flat benefits were about

equally funded.
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In addition, total underfunding in single-

employer plans, as measured in 1989

dollars, fell substantially. Total under-

funding of almost $50 billion in 1979

declined to $zo billion in 1981 and

continued to decline through 1985.

Since then the underfunding began to

rise again to 1981 levels despite the

strong investment markets.

Standard Terminations

Most of the plan terminations processed by

pbgc each year are for fully funded

plans. Once an employer establishes a

defined benefit plan, erisa restricts the

employer's ability to terminate the plan.

Employers generally terminate their

plans for business reasons or to substi-

tute another plan. The employer must

satisfy specific legal requirements for

notices to participants and pbgc and for

payment of all benefits earned by partici-

pants, pbgc is authorized to disallow any

such "standard" termination that does

not comply with these requirements.

Generally, about 20 percent of the

standard terminations received by pbgc

involve errors or problems that prevent

completion of the termination.

In 1990, pbgc permitted completion of

about 11,800 standard terminations,

including about 2,000 terminations that

had carried over from the previous year.

The agency also returned or disallowed

about 2,000 filings because of errors

or noncompliance with the law.

In addition to reviewing standard termina-

tion filings, pbgc conducts sample audits

of completed terminations to assure

full compliance with the law. The audits

are used to determine whether partici-

pants received all the benefits due them

under the terminated plan. Plan adminis-

trators must correct errors uncovered

by an audit.

Reversions:

Plan terminations resulting in large rever-

sions of surplus assets to employers

continued to decline from their peak in

1985. Projected for 1990, total rever-

sions will amount to about $300 million

as compared to about $830 million

in 1989 and $6.1 billion in 1985. About

94 plans are projected to terminate with

reversions in excess of $1 million as

compared to about 170 the previous year

and 582 at the 1985 peak. These large

reversion cases remained a small pro-

portion of all standard terminations, in-

volving less than 3 percent of the nearly

60,000 plans terminated from 1985

through 1990 and less than 1 percent

of 1990 terminations.

pbgc analyzed whether employers termi-

nated defined benefit plans because of

leveraged buyout (lbo) transactions

changing previously publicly traded cor-

porations to private entities. The study

concluded that the likelihood that a

firm undertook an lbo was independent

of the existence of excess pension

assets. Two-thirds of the lbo's in the

study took no reversions during the

period 1980 to 1988 and, of the

one-third that did, the excess funds aver-

aged less than five percent of the value

of the firm.

The study found that, following lbo's, the

likelihood of a pension termination

increased significantly but the numbers

were relatively small. In non-LBO years,

the likelihood of finding a termination

was approximately 2 percent. The likeli-

hood increased to approximately

4.5 percent during the year of the lbo

announcement and the following year.

The study found that firms with lbo's

were just as likely to reestablish defined

benefit plans following reversions as

those that did not experience a leveraged

buyout, pbgc uncovered no evidence



M$8

reversions ofsurplus

assets continued to

decline

that lbo's cause systematic decreases in

funding ratios of pension plans following

the lbo events.

Guarantee ofAnnuity Contracts:

During the year, some insurers that had

issued annuity contracts for terminated

plans had losses because of invest-

ments in noninvestment grade bonds.

Although no insurer failed to pay

annuity contracts, this situation led to

concern about the safety of pensions

provided through the annuity contracts

of these insurers.

Despite some assertions to the contrary,

erisa does not require or allow pbgc to

guarantee annuity contracts issued by

insurers. The law authorizes pbgc to pay

benefits only when a plan terminates

without enough assets to pay pbgc-

guaranteed benefits, pbgc receives no

premiums for participants whose benefits

have been distributed through the pur-

chase of these annuity contracts, which

are estimated to provide $50 billion

worth of pension benefits. Moreover, the

federal government has no regulatory

powers over insurance companies that

issue annuity policies. Under erisa,

annuity insurer selections are fiduciary

decisions subject to the fiduciary

requirements enforced by the Pension

and Welfare Benefits Administration

(pwba) of the Department of Labor.

Significantly, no benefits have been lost in

the 16 years of pbgc's existence due

to insurance company default. Private

insurers are regulated by the states, 47 of

which have their own guarantee systems

to protect annuity holders.

pbgc is concerned that retirees receive

sound annuities and is taking steps to

ensure this happens, pbgc requires that

sponsors of terminating plans identify

their selected annuity provider, if known,

early in the termination process, rather

than after distribution takes place, pbgc

refers questionable choices to pwba for

possible investigation. In addition, pwba

and pbgc are considering establishing

standards for plan administrators to

follow in selecting an insurer.

Trend Studies

The trend toward defined contribution plans

has implications for PBGC's future pre-

mium base and for the confidence that

the nation's employers and employees

place in a secure retirement future.

PBGC has undertaken several studies to

determine why the change in type of

pension coverage has occurred.



change in defined

benefit coverage due to

employment shifts

Employment v. Preference Change:

Previous studies have shown that about half

of the shift from defined benefit to

defined contribution single-employer

plans was caused by employment shifts

to firms that traditionally offered defined

contribution plans. The other half was

presumed to be attributable to the pref-

erences of firms to cover their workers

with defined contribution plans rather

than defined benefit plans, in part

because of administrative costs. The

findings of pbgc's study show that, in

fact, the overall change in defined

benefit coverage was due almost entirely

to shifts in employment rather than a

change in pension plan preference.

Still, there are important differences within

categories based on the size of the

employer. In firms with fewer than 1,000

employees, there was a marked reduc-

tion in employers' preference for defined

benefit plans. Firms with more than

1,000 workers, however, on average

exhibited slightly increasing preferences

for defined benefit plans, which offset

the negative shift in defined benefit pref-

erences among smaller firms. The study

identified two potential causes for the

switch in preferences among smaller

firms: increases in administrative costs

and the introduction of 40i(k) plans

in 1979.

Administrative Costs:

A PBGC-funded study by Hay/Huggins

Company examined the effect of regula-

tory and legislative changes on pension
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plan costs in the last ten years. Findings

showed that administrative costs in con-

stant dollars increased for both defined

benefit and defined contribution plans of

all sizes. However, small plans experi-

enced the most substantial increases per

person, with the greatest increases

among defined benefit plans.

After netting out inflationary effects on

costs, the study found that the adminis-

trative costs for a relatively typical

7
5 -participant defined benefit plan almost

doubled between 1981 and 199 ! - At the

end of the period, these costs equaled

almost one-fifth of the cost of benefit

accruals. In contrast, administrative costs

of defined contribution plans were about

20 percent lower than those of defined

benefit plans in 1981 and subsequently

increased at a slower rate so they were

about half as large as defined benefit

costs at the end of the period.

The differential is not as great for mid-sized

plans with between 100 and 1,000 par-

ticipants, but may be sufficient to explain

some of the switch away from defined

benefit plans among firms of that size.

The administrative costs tor large plans

also increased substantially during the

eighties but remained small relative to

the benefits provided (4 percent of

defined benefit accruals and 3 percent of

defined contribution contributions).

Consequently, they do not appear to be

large enough to drive a large employ-

er's decision for or against a defined

benefit plan.

40 1 (k) Plans:

By 1987, 40i(k) plans were the primary

plan for 9 percent of all single-employer

pension-covered workers. These thrift

plans, which became eligible tor favora-

ble tax treatment in 1979, are a form of

defined contribution plan. They permit

firms to contribute some portion of pay

to all employees, but also permit work-

ers to defer taxes on a portion of their

own savings. These features may be so

popular as to overshadow the fact that

these plans can be more costly to admin-

ister than some traditional defined con-

tribution plans. PBGC's study examined

the characteristics of firms that offered

40i(k) plans in 1987 to determine

whether they otherwise would have used

a defined contribution or defined benefit

plan prior to the introduction of 40i(k)

plans. Findings showed that while a

substantial portion of the 40i(k) plans

came from the share of traditional

defined contribution plans, over half

came from defined benefit plans. Thus,

the introduction of 40i(k) plans may

partly explain the movement away from

defined benefit plans among small firms.

The Future

Defined benefit pensions, which are still the

primary plan for the majority of all active

pension plan participants, have value to

both employers and employees. They

promote workforce stability and produc-

tivity as well as company loyalty

as benefits build with years of service.

Employees also find security in the

knowledge that defined benefit pensions

arc the only type insured by pbgc.

pbgc continues to be concerned about

the future for defined benefit plans and

to seek ways to restore employer

confidence in them. One encouraging

development is that large companies are

showing stability in continuing to offer

defined benefit plans and there is evidence

of a resurgence of interest among

workers in this secure type ot pension.

Kmployers may begin to look again at the

types of pensions they offer employees

and consider whether the demographics

and needs ot the workforce are better

met by defined benefit pensions.



Management Initiatives

Productivity Gains

Since 1985
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B = Plans Trusteed

C= Participants Paid Benefits
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actions to address

longstanding problems

During 1990, pbgc increased productiv-

ity and improved management con-

trols to protect resources and promote

efficiency.

Although PBGC's resources have grown

modestly, the agency's workload

has increased dramatically. For example,

since 1985 PBGC-trusteed plans have

increased by 3 2 percent, participants

being paid by pbgc have increased by

45 percent, and total participants owed

benefits by PBGC have increased by

101 percent. During the same period,

personnel have increased modestly,

handling the increased workload through

enhanced productivity. Management has

set an administrative priority of increas-

ing productivity through changes in

processing systems, including improve-

ments in automation, and reallocation of

resources. PBGC already has made

substantial progress in reducing plan

processing inventories, in issuing benefit

determinations to participants, and in

premium operations.

PBGC completed an extensive analysis of in-

formation systems to determine how well

these systems were meeting the agency's

needs. Efforts are underway to develop

or acquire new information systems to

ensure efficient and effective operations.

During the year, management took actions

to address several longstanding prob-

lems affecting the agency's financial

operations and statements. The Executive

Director requested a General Account-

ing Office (gao) audit of the 1990

financial results to identify any existing

problems, gao expressed concerns with

PBGC's evaluation of the present value of

future benefits owed for terminated

plans, with pbgc's premium accounting

system, and with pbgc's corporate finan-

cial management and reporting controls.

gao's report is included following the

financial statements.

pbgc has begun to resolve gao's specific

concerns. These efforts include projects

to improve the methodologies and data

underlying the calculation of the present

value of future benefits; improvement

of collection efforts and development of

a new premium system; and resump-

tion of required financial reports,

improved financial tracking systems,

and assessment of management controls

and reporting.

gao plans to audit pbgc's financial

operations in 1991. As provided by the

Chief Financial Officers Act of 1990,

pbgc's Inspector General will assume

responsibility for auditing PBGC's

financial operations and statements

beginning in 1992.

During 1990, pbgc's Inspector General

issued his first two reports to the

Congress. The Inspector General identi-

fied areas for improvement in specific

operations, but he reported no significant

instances of fraud or misuse of agency

resources. PBGC took actions that fully

addressed most of the Inspector General's

open audit recommendations, reducing

open recommendations by 70 percent as

a result of a new audit follow-up system.

pbgc began a corporate-wide assessment of

the adequacy of the management con-

trol environment that led to an expanded

internal control program overseen by a

new Manager of Internal Controls. The

management control program features

a senior-level committee to review oper-

ations and provide guidance to managers

in assessing risks and correcting

programmatic weaknesses. The program

will have an early warning system to alert

senior managers to potential problems.



In specific improvements, pbgc established

additional safeguards for procurement

and contracting, pbgc: management also

developed comprehensive procedures

to identify and collect outstanding

employer liability and initiated a detailed

review of financial management systems.

After the end of the fiscal year, the agency

started a new department to strengthen

its ability to identify and analyze

exposure to large unfunded pension

liabilities. The department also will

provide financial analysis and support

to pbgc's Chief Negotiator.
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inancial Stateme,

Management's Discussion and Analysis ofOperations

Combined Resul

For 1990, PBGC's operations resulted in a substantial net loss of $780.0 million on revenues

of $590.4 million. The single-employer program reported a net loss of $789.2 million

and the multiemployer program reported net income of $9.2 million. By law, these two

programs are completely separate.

suits ofOperations and Trei

Net loss for 1990 was $789.2 million as compared to a net income of $419.7 million for 1989.

This $1.2 billion adverse change was due primarily to $927.9 million in termination

losses, $0.8 billion higher than in 1989, and $0.5 billion less investment income that was

partially offset by a $0.2 billion reduction in actuarial charges.

Premium income increased from $464.5 million in 1988 to $603.2 million in 1989 and to

$659.4 million in 1990. The growth in 1989 was attributable to the increase in the premium

rate adopted in 1987. The growth in 1990 is attributed to an increase in the amount paid

by companies for the variable-rate portion of the premium, which reflects pension under-

funding. Pension underfunding increased because a lower interest rate (6.32% vs. 7.21% vs.

7.30% in January 1990, 1989, and 1988, respectively) was used to value liabilities.

Investment and other income decreased to a loss of $104.5 million in 1990 from $387.1 million

in 1989. Due to a weak equity market in the fourth fiscal quarter, the return on investments

was -3.9 percent in 1990 compared to 19.6 percent in 1989. Losses in 1990 would have

been larger if PBGC had not begun to change its investment policy to lessen its exposure to

equities. The new policy is designed to better match assets (investment income) with

liabilities (actuarial charges).

Losses from completed and probable plan terminations increased to $927.9 million in 1990

compared to $163.3 million in 1989 and $57.3 million in 1988. Last year's report

stated that the losses reported were materially below expected trendlines. The current

year's reported losses exceed historical trendlines. Losses may be significantly affected

by the presence or absence of large plan terminations. For instance, probable losses in

1990 from five companies, including Eastern Air Lines, exceeded any included in 1989.

These losses reflect a weakening economy and, in particular, the oil price shock on the

airline industry.

Other large plans exist that have substantial unfunded benefit liabilities with sponsors experi-

encing financial difficulties. This $8 billion exposure is concentrated in cyclical industries,

especially steel, automobiles, and airlines. A loss on these plans is not sufficiently probable

to be recognized in the financial statements at this time. However, the trend of future

losses depends to a large extent on the economic well-being of these companies and on

contingencies referred to in Note 9.

Administrative expenses increased 38 percent to $62.6 million from $45.4 million in 1989

and $48.3 million in 1988. The amount in 1989 was unusually low due to a 1988 accrual

of expenses that was reversed in 1989. Without this adjustment in 1989, administrative

expenses would have increased by 26 percent. In 1990, unusually large legal and financial

services were required to support PBGC in conjunction with the termination of several large

plans, including those of ltv and Eastern. In addition, a concerted effort was expended for

actuarial services to finalize monthly benefits to beneficiaries of trusteed plans. Without

these previously unusual items, administrative expenses increased 8 percent over 1989.
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'Other expenses" of $172 million in this year's statement is an item that in prior years was not

significant. A charge was taken representing the difference between the book value and the

discounted value of an amount advanced to the ltv plans that were subsequently restored.

Actuarial charges are primarily the result of an aging of the present value of future benefits

and changes in interest rates. For 1990, the charge decreased by 50 percent primarily

because PBGC's interest rate assumption changed from 7.5% at September 30, 1989, to

7.75% at September 30, 1990. To help offset these large dollar fluctuations caused by

small changes in interest rates, pbgc has changed its investment policy.

The single-employer fund's deficit now stands at $1.9 billion, an increase of 70 percent from

the beginning of the year when it totaled $1.1 billion. As explained above, the increase

is due to significantly increased plan termination losses and, to a lesser extent, investment

losses for the year.

The fund has, at this time, ample assets and cash-flow to pay its liabilities (benefit payments)

for a considerable period of time. Approximately 75 percent of the fund's total assets of

$3.1 billion are in marketable, liquid assets. A major portion of the remaining assets reflect

receivables from The ltv Corporation related to the one terminated and three restored

ltv Steel pension plans. PBGC has established a reserve to reflect the expected timing of

the recoveries.

PBGC's primary sources of cash-flow are premium and investment income. Currently, premium

income accrues at about $660 million per year. This will increase to an estimated

$730 million in 1991 and $760 million in 1992 as a result of the premium increase enacted

in November 1990. Cash-flow from interest and dividend income approximates

$157 million per annum.

The primary cash outflows are for benefit payments and administrative expenses, which were

$370 million and $63 million respectively in 1990.

During October 1990, the Eastern Air Lines plans included in probable terminations at

yearend terminated. The effect on 1991 cash flows will be an estimated negative $70 million

with $120 million in benefit payments and $50 million in investment income.

The Corporation is subject to litigation that could have considerable impact on its financial

condition. Note 9 of the financial statements provides further information on litigation.

Any underfunded plans that terminate during the year generally will immediately increase

assets, liabilities, and annual benefit payments.

The Corporation has available a $100 million line of credit from the U.S. Treasury for liquidity

purposes. PBGC did not use this borrowing authority in 1989 or 1990 nor is there any

intention to utilize this authority in 1991.

PBGC's ability to eliminate its deficit over the long term will depend primarily on its ability to

avoid large losses from the termination of major companies' underfunded plans. The

agency intends to seek legislative changes in 1991 to support these loss prevention activities.

Without changes, PBGC may need another premium increase.



Net Income

Multiemployer Program

(Dollars in millions)

Losses from Financial Assistance

Multiemployer Program

(Dollars in millions)

Multiemployer Program

Results ofOperations:

'his year was the seventh consecutive year of reported net income in the multiemployer

program. The fund's net income dropped to $9.2 million in 1990 from $31.3 million for

1989 due to increased losses from financial assistance. Premium income for the year

increased from $20.4 million to $21.2 million.

Investment and other income decreased from $15.9 million in 1989 to $14.3 million in 1990

primarily because interest rates increased in 1990. Approximately 92 percent of the fund's

assets are invested in U.S. Treasury securities.

Losses from financial assistance increased to $23.3 million in 1990 compared to $0.7 million

in 1989. The increase is due to the addition of one plan expected to receive financial

assistance in the near future.

With the $9.2 million net income, the fund's accumulated results of operations increased to a

surplus of $132.5 million.

As the multiemployer fund has a surplus and most assets are highly liquid U.S. Treasury

securities, there exists no problem in meeting obligations at this time. Premium and invest-

ment income approximates $36 million per year and cash outflows are currently at

about $6 million per year.

In 1990 PBGC undertook a congressionally mandated study of multiemployer plans. Under

reasonable assumptions the program should continue to be in sound financial health in 1995.



Management Opinion

PBGC's management has prepared the accompanying Statements of Financial Condition of

the Corporation as of September 30, 1990 and 1989, and the related Statements of

Operations and Changes in Equity and Statements of Changes in Financial Condition.

Last year's report stated that management requested an audit of 1990 results from the General

Accounting Office (gao). Management made that request in the belief that the Corpo-

ration should be subject to an annual audit and to obtain a clear statement from an outside

source as to the steps needed to obtain an acceptable opinion in the future. The first

step in this endeavor is now complete. The Corporation has already commenced the actions

needed to obtain the ultimate objective of an opinion that would not contain major

reservations or qualifications.

GAO expressed specific concerns in three areas: "future benefits, present value"; premium

collections; and financial operations. Steps are being taken in each of these areas to

address the issues and develop better controls. In addition, corporate-wide task forces have

been formed to implement Office of Management and Budget (omb) circulars A-123

(Internal Control Systems) and A-127 (Financial Management Systems).

In the opinion of management, the financial statements present fairly the financial position of

PBGC at September 30, 1990, and September 30, 1989, and for the periods then ended,

in conformity with generally accepted accounting principles and actuarial standards applied

on a consistent basis. Estimates for probable terminations, multiemployer future financial

assistance, due from employers, and future benefits may have a material effect on the

financial results being reported.

In addition, pending litigation could have a material impact on the financial condition of the

Corporation. PBGC, however, believes that its legal positions will be upheld by the courts

and, therefore, no loss is being reported for these situations (see Note 9).

As a result of the aforementioned, these statements are based, in part, upon informed

judgments and estimates for those transactions not yet complete or for which the

ultimate effects cannot be precisely measured and are also subject to the effects of any

pending litigation.

James B. Lockhart 111

Executive Director

Lawrence Maslan

Director, financial Operations Department

December 20, 1990



Statements ofFinancial Condition

(Unaudited)

(Dollars in millions)

Single-Employer

Fund

Multiemployer

Fund

September jo September jo

1990 1989 1990 1989

Total

September 3 o

1990 [989

Investments, at market-Note 2 $2,331.5 $2,355.5 $ 183.0 $ 154.0

Cash 80.1 42.3 0.4 0.5

Premium receivable—Note 7 14-4 z 7- 2 °-5 °-5

Notes receivable— financial assistance—Note 5 6.0 5.3

Due from employers, net

Trusteed plans 34°-7 336-5 0.0 0.0

Plans pending trusteeship i-8 2.4 0.0 0.0

Other receivables-Note 3 3 1 4- 2 248.2 0.6 0.3

Assets of plans pending trusteeship,

at market, net-Note 2 27.8 56.7 0.0 0.0

Furniture and equipment, net Q-3
°j_L °j^! °j_£

2-.5I4-5 $2,509-5

80.5 42.8

14.9 17-7

6.0 5-3

340.7 336.5

1.8 2.4

314.8 248.5

27.8

0.3

56.7

0.6

$3,110.8 $3,059.3 $ 19O.5 $ 160.7 $3,301.3 $3,220.0

The accompanying notes are an

integral part ofthese financial statements.



Statements ofFinancial Condition

(Unaudited)

Single-Employer

Fund

September }o

i millions) 1990 1989

Liabiliti

Multiemployer

Fund

September 30

1990 1989

Total

September 30

1990 1989

Future benefits, present value—Note 4

Trusteed plans $3,618.3 $3,608.2 $ 15.2 $ 17.1 $3,633-5 $3,625.3

Plans pending trusteeship 60.7 133.3 0.0 0.0 60.7 133.3

Net claims for probable terminations 1,111.3 242.1 0.0 oo 1,111.3 242.1

4,790-3 3,983-6 15.2 17.1 4,805.5 4,000.7

Nonrecoverable future financial assistance,

present value, net-Note 5 33-2- 10.9 33-2- 10.9

Unearned premium M9-4 148.3 7-4 7-4 !5 6 -8 155.7

Accounts payable and accrued expenses 83.9 5 1 - 2^2 2^0 86.1 53-°

5,023.6 4,182.9 58.0 37.4 5,081.6 4,2.2.0.3

Accumulated results of operations-(deficit) (1,912.-8) (1,123.6) 132.5 123.3 (1,780.3) (1,000.3)

Commitments and contingencies-

Notes 4, 5, 9 and 10 — — ~ ~ ~ ~

$3,110.8 $3,059.3 $ 190.5 $ 160.7 $3,301-3 $3,2-20.0

The accompanying notes are an

integral part ofthese financial statements.

Equity



Statements ofOperations and Changes in Equity

(Unaudited)

Single-Employer

Fund

(Dollars in millions)

September } o

Multiemployer

Fund

September ) o

1990 1990 1989

Total

September 3 o

1990 1989

Premium income-Note 7 $ 659.4 $ 603.2 $ 21.2 $ 20.4 $ 680.6 $ 623.6

Investment and other income-Note 8 (104.5) 3 8 7-i M-3 T 5-9 (90.2) 403.0

Total 554.9 990.3 35-5 36-3 590.4 1,026.6

Losses (gains) from completed and

probable terminations-Note 6 9 27-9 l6 3-3 °- 2 (
ai

)
92.8.1 163.2

Losses (gains) from financial assistance—Note 5 .... 23.3 0.7 23.3 0.7

Administrative expenses 62.6 45.4 2.2 3.3 64.8 48.7

Other expenses-Note 9 172.0 0.0 172.0 0.0

Actuarial charges (credits)-Note 4 181.6 361.9 0.6 j^i 182.2 363.0

Total 1,344.1 570-6 26.3 5.0 i,370.4 575-6

Net income (loss) (789.2) 419-7 9-2 3 1-3 (780.0) 45 1.0

Accumulated results of operations-

beginning of period-(deficit) (1,123.6) (1, 543.3 ) 123-3 92-Q (1,000.3) (i,4S I -3)

Accumulated results of operations-

end of period-(deficit) $(1,912.8) $(1,123.6 ) $132.5 $123.3 $(1,780.3) $(i,ooo-3
)

The accompanying notes are an

integral part ofthese financial statements.



Statements ofChanges in Financial Condition

(Unaudited)

Single-Employer

Fund

Multiemployer

Fund Total

September }0 September } September }o

(Dollars in millions) 1990 1989 1990 1989 1990 1989

^RfiwTTiW* 1 SrrTn 1^ ^5^1'j '>eration

Net income (loss) . $(789.2) $ 419.7 $ 9.2 $ 31.3 $(780.0) $ 451.0

Charges to operations not affecting cash

and investments:

Depreciation 0.3 1.9 0.0 0.0 0.3 1.9

Future benefits, present value assumed 125.2 69.8 0.0 0.0 125.2 69.8

Actuarial charges 181. 6 361.9 0.6 1.1 182.2 363.0

Increase in net claims for probable

terminations 869.2 133.9 0.0 0.0 869.2 133.9

Increase (decrease) in nonrecoverable future

financial assistance, present value 22.3 (0.3) 22.3 (0.3)

Increase in unearned premiums 1.1 4-4 £^£ llL 111 111

Total funds provided by operations 388.2 991.6 32.1 33-3 420.3 1,024.9

Benefit payments-current year 3 69-3 35 2 -9 z -5 z - 6 37 1 - 8 355-5

—prior years 0.0 34.8 0.0 34.8

Additions to furniture and equipment 0.1 0.4 (0.1) (0.3) 0.0 0.1

Increase (decrease) in assets of plans pending

trusteeship (28.9) 27.5 0.0 (0.4) (28.9) 27.1

Increase (decrease) in due from employers and

notes receivable— financial assistance 3.6 (38.6) 0.7 (0.5) 4.3 (39- 1
)

Increase (decrease) in premium and other

receivables 63.2 172.0 0.3 0.4 63.5 172.4

Increase (decrease) in accounts payable and

accrued expenses (32.9) (35.0 ) (0.2) (07) (33- 1
) (35-7 )

Total uses 374.4 5 I 4-° 3-z ^£ 377- 6 S^- 1

Increase in cash and investments of revolving

funds and trusteed plans $ 13.8 $ 477.6 $ 28.9 $ 32.2 $ 42.7 $ 509.8

The accompanying notes are an

integral part ofthese financial statements.



Note I—

Significant Accounting

Policies

Notes to Financial Statements

September 30, 1990 and 1989

Certain items on the 1989 financial statements have been reclassified to conform with present

year classifications.

PBGC accounts for each insurance program's revolving and trust funds on an accrual basis.

The revolving and trust funds have been combined in the financial statements for presenta-

tion purposes. However, because the single-employer and multiemployer programs are

separate entities, amounts in one program may not be used by the other program.

The Pension Protection Act created a new single-employer program revolving fund (the ppa

Fund) that is credited with all premiums in excess of $8.50 and all penalties and

interest charged on these amounts. The ppa Fund is also credited with the earnings

on PBGC's investments in that fund. Amounts in this fund may not be used to pay PBGC's

administrative costs or the benefits of any plan terminated prior to October 1, 1988,

unless no other amounts are available.

Investments are recorded at fair market value. Market values are based on the last sale of a listed

security, on the mean of the "bid-and-asked" for nonlisted securities, and on a valuation

model in the case of fixed-income securities that are not actively traded. Receivables are

recorded at estimated value at date of maturity less an amount for future interest accruals.

Any realized or unrealized gain or loss in the value of investments, after the date of a

plan's termination, is included in investment income in the accompanying Statements of

Operations and Changes in Equity (see Note z).

Cash includes cash on hand, money market instruments and other debt issues purchased with

an original maturity date of ninety days or less.

Estimated premium receivable, including penalty and interest, represents the estimated earned

portion of the premium for plans that have a plan year commencing before the end of

PBGC's fiscal year but for which the premium payment was not received by fiscal yearend.

Unearned premium represents payments received during the fiscal year that cover the

portion of a plan's year after the Corporation's fiscal yearend (see Note 7).

ancial Assistance,

Financial assistance is recorded as a receivable, net of an allowance for uncollectibihty deter-

mined on a case-by-case basis. The liability for estimated future financial assistance is for

nonrecoverable future payments that PBGC deems to be probable and estimable for multi-

employer plans that have notified the Corporation of their financial difficulties (see Note 5)

Due from employers includes employer liability and contributions due from sponsors.

Employer liability represents the amount due from contributing sponsors of under-

funded terminated plans and members of their controlled group. Contributions represent



the amounts due but unpaid prior to termination from sponsors of terminated plans, and

members of their controlled group, for which PBGC either has assumed or expects to

assume trusteeship.

Both are recognized as receivables as of the date of plan termination, with values based on

PBGC estimates. Some agreements between PBGC and plan sponsors provide for contin-

gent payments based on future profits of the debtors. Any such future amounts realized will

be reported in the period in which they accrue or are paid.

The present value of the future benefits includes amounts for:

(i) Trusteed Plans—represents the present value of future payments of benefits for plans that

have terminated and have been trusteed by pbgc prior to fiscal yearend.

(2) Terminated Plans Pending Trusteeship—represents the present value of future payments of

benefits for plans that have terminated but have not been trusteed by PBGC prior to fiscal

yearend.

After the date of plan termination, the amounts for trusteed plans and terminated plans pend-

ing trusteeship are affected by benefits paid, accrual of interest due to the passage of

time, the write-off of amounts not recoverable by PBGC, changes in assumptions, and other

factors. The impact of these adjustments is reported as an actuarial charge (credit) in the

Statements of Operations and Changes in Equity.

(3) Net Claims for Probable Terminations—includes estimates of the losses, net of plan assets

and estimated employer liability, from specific plans that terminated after the Corpora-

tion's fiscal yearend, or that are expected to terminate in the foreseeable future based on the

occurrence of a specific identifiable event by yearend and the expectation that either one

of the distress tests stipulated under the Pension Protection Act will be met or the Corpora-

tion itself will seek termination and trusteeship of the plan (see Note 4).

Amounts reported as losses from completed and probable terminations on the Statements

of Operations and Changes in Equity represent the difference between the present value

of future benefits (including amounts owed under Section 40zz(c) of erisa) assumed,

or expected to be assumed, less related plan assets and estimated employer liability

(see Note 6).

All administrative expenses are paid out of a revolving fund. The expenses are then allocated

between the revolving and trust funds based on the relationship of trust assets to the

present value of future benefits, including those of probable terminations, at the end of the

prior fiscal year, except for those expenses that are specifically identifiable as pertaining to

a trust or revolving fund.

The trust and revolving funds each pay a pro rata portion of the benefits paid each year.

The portion that belongs to each is determined by the relationship of trust assets to the

present value of future benefits as of the end of the prior fiscal year.



Depreciation of PBGC's furniture and equipment is calculated on a straight-line basis over the

estimated useful lives of the assets. The useful lives range from 5 to 10 years.

Routine maintenance repairs and leasehold improvements (the amounts of which are not

material) are charged to operations as incurred.

Investments

All permanent full-time and part-time pbgc employees are covered by the Civil Service Retire-

ment System (csrs) or the Federal Employees Retirement System (fers). Full-time and

part-time employees with less than five years service under csrs and hired after Decem-

ber 3 1, 1983, are automatically covered by both Social Security and fers. Employees

hired before January 1, 1984, participate in CSRS unless they elected to transfer to fers by

June 30, 1988.

The Corporation's monthly contribution to the csrs plan equals the 7 percent of base pay

contributed by employees covered by that system. For those employees covered by fers,

the Corporation automatically contributes 1 percent of base pay to the employee's

Thrift Savings account and matches the first 3 percent and one-half of the next 2 percent

contributed by the employee. The retirement plan expenses for 1990 and 1989 were

$2.8 million and $2.1 million, respectively.

Premium receipts are credited to the appropriate revolving fund. These funds are invested in

securities issued by the U.S. Government.

The trust funds include assets pbgc acquires or expects to acquire from terminated plans and

employer liability. After being transferred to a custodian bank, these assets are invested

in equity securities, fixed-income securities, and real estate.

The basis and market value of the investments by type are shown in the tables following this

note. The basis indicated is cost of the asset if acquired after the date of plan termination

or the market value at date of plan termination if the asset was acquired as a result of a

plan's termination.

and Single-Employer Trusteed Plans
September }o,

(Dollars m millions)
DMa

U.S. Government securities $i.44 8 -3

Equities 7M- 1

Certificates of deposit OI

Corporate bonds 9- 1

Insurance contracts T -9

Real estate funds 6l - 6

Mortgages ° -7

Accrued investment income 34-5

Total $2,280.3

Market Value Basis

$1,448.0

757-9
O.I

9-5

i-9

79.0

0.6

34-5

t> 972-5

1,115.8

0.1

58.8

5-4

7 i.6

0.2

23.4

5 986.7

1,206.3

0.1

58.9

4-3

75.6

0.2

2-3-4

$2,331.5 $2,247.8 $2,355.5



f Single-E

Terminated Plans Pending Trusteeship
September i o.

>* m millions)

U.S. Government securities

Equities

Corporate bonds

Insurance contracts

Cash

Other

Total

Basi

> 0.2

9-3

2.1

I I.I

4-7

0.3

$27.7

> 0.2

9-3

2.1

I 1.2

4-7

0.3

$27.8

$ 4.2 $ 5.1

16.6 17.2

8.7 7.8

19.6 18.3

7-i 7-i

1.2 1.2

$57-4 $56.7

Investments of Multiemployer Revolving Fun

and Multiemployer Trusteed Plans
September ) o.

(Dollars m millions) Basis Market Val

U.S. Government securities $178.2

Equities z -9

Corporate bonds °-°

Real estate funds °- z

Accrued investment income 4°

Total $185.3

175-7

3.0

0.0

0.3

4.0

$183.0

1989

Bas;

$144.4

4-1

0.2

0.3

2-7

$151.7

Market Value

$146.5

4-3

0.2

0.3

2-7

$154.0

Note 3-

Other Receivables

The Corporation's other receivables are as follows:

(Dollars in millions)

Due from sale of securities

Due from insurance companies

Due from plans expected to be restored (ltv— see Note 9)

Advances to disbursing bank for benefit payments

Miscellaneous

Total

Septembc r 30,

1990 1989

$ 89.I $ 6.2

0.0 0.7

192.4 212.7

3O.8 2-7-2-

2-5 1-7

$314-8 $248.5

Note 4-
Future Benefits,

Present Value

The present value of future benefits is computed using the actuarial assumptions prescribed in

PBGC's Valuation of Plan Benefits regulation (29 cfr 2619). The interest rate used

reflects market conditions on September 30, 1990.

A significant portion of the future benefits is based upon estimated liability because, in many

cases, PBGC has not yet made a final benefit determination. Changes in these estimates

are reflected in the fiscal year in which PBGC actuarially determines or reestimates the

benefits. This estimation technique includes changes in interest rates assumed, benefit

payouts subsequent to the valuation date, mortality, interest accumulation on liabilities,

and changes in available data.



The immediate interest rates used in the actuarial assumptions were 7.75% as of September 30,

1990; 7.5% as of September 30, 1989; and 7.75% as of September 30, 1988. Comparable

changes were made to the rates used to value deferred annuities.

ire Benefits, Present Value, for Trusteed Plans and Plans Pending

Ended September 30, 1990, and September 30, 1989

September jo,

(Dollars m millions) '99°

Single-Employer Program

Future benefits for terminated plans,

present value, at beginning of year

Actuarial charges:

Changes in interest assumptions

Changes in method

Changes in projecting dopt values to 9/30:

New terminations

Prior terminations

Changes in other data

Expected interest and effect of experience

Total charges (credits)

Terminations:

Current year

Changes in prior year

Total terminations

Benefit payments:

Current year

Prior year

Total benefit payments

Future benefits for terminated plans, present value,

at end of year

Net claims for probable terminations:

Future benefits

Estimated plan assets available and

recoveries from employers

Total net claims

Balance at end of year—Single-Employer

Future benefits for terminated plans, present value,

at end of year—Multiemployer

Total future benefits, present value, at end of year

1989

$3.74i-5 $3.6 97-5

$ (79-6)

(0.6)

(5-o)

3.8

(45-6)

308.6

146.9

(2-1-7)

181.

6

125.2

(369-3)

3.679-0

1,111.3

4.790-3

15.2

$ 80.9

(22.6)

1.1

(27.8)

2-9

327-4

91.9

(zz.i)

361.9

(369.3)

(0.0)

(352-9)

(34-8)

489.5

(2-47-4)

69.8

(387-7)

3.741-5

4.345-4

(3,234.1)

242.1

3,983.6

17.1

$4,805.5 $4,000.7

The present value of future benefits for terminated multiemployer plans reflects benefit

payments of $2.5 million, change in interest assumption of $(0.2) million, changes in data of

$(0.5) million, and expected interest and effect of experience of $1.3 million during 1990.

As these claims are estimates, factors that are presently not fully determinable may be respon-

sible for actual experience differing from the estimates used. The values recorded in the

preceding reconciliation table have been adjusted to the expected dates of termination.



, Jlowance tor Future Financial Assistan

and Losses from Financial Assistance September i o,

• in millions) >£9o

Changes in allowance:

Losses (gains) from financial assistance $ 2-3-3

Financial assistance granted (previously accrued) (i-o)

Balance at beginning of year IO -9

Balance at end of year $ 33- 2

$ 0.7

(1.0)

1 1.2

$ 10.9

eceivabl

Financial Assistance, Net September iO,

Financial assistance advanced $ IO

Less: Principal payments received °-°

Plus: Interest accmed and not paid i-7

Subtotal 2-7

Balance at beginning of year ' 3-8

Balance at end of year l6 -5

Allowance for uncollectible amounts ( IO -5)

Net receivable $ 6.0

$ i-3

0.0

I.I

2-4

[1.4

13.8

(8.5)

$ 5-3

Note J—
Nonrecoverable Future

Financial Assistance,

Present Value, and

Losses from Financial

Assistance

Financial assistance is granted to multiemployer plans that are insolvent as defined by the

Multiemployer Pension Plan Amendments Act of 1980. The present value of non-

recoverable future financial assistance is the difference between the present value of future

benefits and the market value of plan assets of those plans that are expected to require

future nonrecoverable financial assistance. Assets include both the plan assets as of

September 30, 1990, and the present value of additional amounts expected to be paid by

plan sponsors.

The losses from financial assistance include the estimated nonrecoverable future financial

assistance and amount recorded for uncollectible current financial assistance. An analysis

is done each year of those plans that have received assistance to determine the required

allowance for uncollectible amounts.

Note 6—

Losses (Gains) from

Completed and Probable

Terminations

Amounts reported as losses are the present value of future benefits less related plan assets and

employer liability. The following table details the components that make up the losses:

Losses (Gains) from Completed

Septcmbt

in miliums: ' 990

Plans terminated:

Present value of future benefits assumed $125.2

Less: Plan assets acquired 3°-9

Plan asset insufficiency 94-3

Less: Estimated recoveries 35-4

Subtotal 5 8 -9

Changes in provision for probable terminations 869.2

Losses gains) $928.

1

1 y*<y

» 69.

X

42.0

27.8

(5)

19-3

'33-9

5163.2



Note 7—
Premiums

Note 8-

Investment and

Other Income

For both programs, ERISA provides that PBGC shall continue to guarantee basic benefits despite

the failure of a plan administrator to pay premiums when due. PBGC assesses interest and

a substantial penalty for late payment as well as underpayment. All of these items, less

refunds, are included in premium income.

vestment and Other Incom

September jo,

(Dollars in millions) W° '9 8 9

Interest and dividends $ J 78-4 $ M9- 1

Other income 5-7 (38-1)

Realized and unrealized gains and losses (
z 74-3) '•' - '_

Total income $ (9°-i) $ 403-°

Note 9—
Contingencies

The Collins and Page cases were brought against PBGC as separate class actions. Plaintiffs assert

that pbgc should have guaranteed benefits in plans terminating before September 26,

1980, that were vested or otherwise required under the minimum standards in Title 1 of

ERISA but not under plan terms, and that such benefits are fully guaranteeable rather than

subject to phase-in over a five-year period. (Legislation that took effect on September 26,

1980, resolved the issue for future cases.) The two cases have been consolidated and a

nationwide class has been certified. The case is scheduled to be argued before the district

court on February 4, 1991. These cases could have a material financial impact on PBGC's

single-employer program. The certified class may include participants in up to 12,000

terminated plans. Preliminary estimates indicate that the cost to PBGC may be up to

$1 billion, including substantial administrative costs, but likely will be much less.

In June the Supreme Court upheld PBGC's restoration of three ltv Steel pension plans. After

the Supreme Court decision, the case was remanded to the district court where PBGC

moved for entry of judgment in accordance with the Supreme Court's decision, ltv,

however, sought to block restoration of one of the plans (the J&L Hourly Plan), alleging

that it had no assets. The district court rejected ltv's arguments and restored all three

plans after yearend.

The Internal Revenue Service and PBGC issued regulations in October 1990 granting PBGC

authority to establish funding schedules for the three restored ltv Steel pension plans. In

November, pbgc put out for comment proposed funding schedules for the plans. Under

those schedules, PBGC assumed that the $396 million (including interest) owed to pbgc by

the restored plans would not be paid back for over 10 years. An allowance of $172 million

has been established to reflect the assumed terms of repayment.

pbgc did not attempt to restore one other terminated ltv Steel plan because it had run out of

funds, pbgc has filed claims of more than $200 million in ltv's bankruptcy proceeding for

this plan, ltv and various creditors have objected to PBGC's claims and filed counterclaims,

resulting in litigation in the bankruptcy and district courts. In May the bankruptcy court

issued recommendations that, if adopted by the higher courts, would substantially reduce

PBGC's recoveries. However, PBGC does not believe those recommendations will be

adopted and therefore believes it will recover fully on its claims. Therefore, the full amount

of the claim is included less an allowance to reflect the expected timing of the receipt.

Although management and counsel believe that PBGC's position in the Collins and ltv matters

will be upheld by the courts, neither can predict with certainty the final outcome of this



litigation. A contrary resolution of these legal matters would have a material impact

on the financial condition of the Corporation and the results of operations as reported in

the financial statements.

There are a number of other possible large single-employer plan terminations and some

multiemployer plans that may require financial assistance, pbgc estimates the total

unfunded amount on termination of the single-employer plans that represent reasonably

possible losses is approximately $8 billion. In addition, the liability for multiemployer

plans that may require financial assistance is approximately $100 million. There also are a

number of other sponsors with plans that have significant unfunded guaranteed benefits,

who could have a financial incentive to terminate if they have serious financial difficulty.

No provision has been made in the financial statements for PBGC's potential liabilities upon

termination of such plans, since the likelihood of these liabilities occurring is uncertain

and cannot be estimated with sufficient reliability.

Litigation continues over the amount of employer liability owed to PBGC by Navistar (formerly

International Harvester) following the sale of its Wisconsin Steel division and the subse-

quent termination of the pension plans covering Wisconsin Steel employees. The U.S.

District Court for the Northern District of Illinois issued a decision upholding PBGC's claim

that a sponsor cannot transfer a plan to another entity to avoid the unfunded pension

liabilities. As a result of this decision, pbgc expects to receive up to $150 million, which

amount has not been included in these financial statements.

PBGC leases its office facility under a commitment that expires on December 31, 1993 .
Annual

payments through September 30, 1993, are expected to be:

1991 $4,426,000

1992 4,670,000

1993 4>95°>000

1994 1,312,000

The lease may be renewed at the option of PBGC for an additional five years after December 3 1,

1993, at an approximate annual average payment of $6,818,000 per annum.

erisa requires that the pbgc programs be self-financing. The Corporation finances its

operations through premiums collected from covered plans, investment income, and the

collection of employer liability payments due under erisa as amended. In addition, PBGC

may borrow up to $100 million from the U.S. Treasury to finance its operations. The

Corporation did not use this borrowing authority during the years ended September 30,

1990, or September 30, 1989, nor is use of this authority currently planned.

erisa provides that the U.S. Government is not liable for any obligation or liability

incurred by PBGC.

A few differences appear between the financial statements and results reflected in the

President's Budget. These differences are attributable to the write-down of the ltv

receivable and differences in classification. Payments to participants in the three restored

ltv Steel plans are shown in the President's Budget but are not treated as benefit

payments by pbgc herein.



GAO
United States

General Accounting Office

Washington, D.C. 20548

Comptroller General

of the United States

B-164292

To the Board of Directors of the

Pension Benefit Guaranty Corporation

At the request of the Pension Benefit Guaranty Corporation's Executive Director and in

accordance with our authority under the Government Corporation Control Act

(31 u.s.c. 9101-9110), we undertook an audit of the Corporation's financial statements

for the fiscal year ended September 30, 1990. The financial statements were prepared by

Corporation management and are its responsibility. Our audit objective was to obtain

reasonable assurance, and express an opinion, on whether the financial statements present

fairly, in all material respects, the Corporation's financial position and results of operations

in conformity with generally accepted accounting principles. We determined during our

preliminary audit work that the Corporation's estimated liability for guaranteed benefits

was unauditable because of the nature and extent of weaknesses in the Corporation's

process for estimating its fiscal year-end liability. Considering the liability's material effect

on the financial statements, we did not complete the audit, and we do not express an

opinion on these financial statements.

Because of the material weakness in internal controls over the liability for guaranteed

benefits and other material weaknesses we identified, we caution users that the

Corporation's September 30, 1990, financial statements have limited reliability.

The internal control weaknesses we identified are as follows.

. The Corporation was unable to demonstrate the reliability of its estimated liability for

guaranteed benefits at fiscal year-end because of unexplained variations in preliminary

tests of its plan estimates, weaknesses in estimating system software, and incomplete and

missing data on pension beneficiaries. These conditions preclude us from evaluating

whether the Corporation's fiscal year-end $4.8 billion estimated liability is fairly presented.

. Premium income may be misstated in the financial statements, and premiums due may not

have been collected because of failure to promptly process premium related filing data

reported by plan sponsors. Premium filing data were not processed during fiscal year 1990

because the processing system was not updated to accommodate changes in the Corpora-

tion's premium structure. While the Corporation continued to receive and deposit

premium payments which accompany premium filings, not processing the filing data

reduced substantially the Corporation's capacity to evaluate and, as necessary, follow up on

the accuracy and completeness of premium filings by plan sponsors.

. Weaknesses in basic accounting controls, including the failure to regularly reconcile cash

and investments and the lack of an operating general ledger system for trust accounting

during the first 6 months of fiscal year 1990, prevented the Corporation from ensuring that

financial information was promptly and accurately reported. These weaknesses expose the

Corporation to the potential loss of assets.
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The Corporation's financial statements show a loss of approximately $780 million for fiscal

year 1990, increasing its unfunded deficit to over $1.7 billion. This is not an immediate

liquidity problem because the Corporation has $2.6 billion in cash and investments, plus

annual premium income of approximately $680 million, available to pay administrative

expenses and benefits on terminated plans. Although not necessarily indicative of future

cash requirements, administrative expenses and benefit payments reported in the financial

statements for fiscal year 1990 were approximately $437 million. Instituting financial

management reforms will provide a more reliable picture of the Corporation's financial

condition, including the claims it must be able to satisfy in the future.

The Corporation's financial future depends upon the continued broad-based participation in

the insurance program by pension plan sponsors and the amount of future liabilities the

Corporation may incur as a result of

• an increase in termination claims on underfunded plans that are likely to arise from a

general downturn in the economy, as well as the Corporation's exposure from the airline

industry and other troubled sectors of the economy and

• weaknesses in oversight of pension plans, including limited scope audits of private

pension plans.

Corporation management has acknowledged the significance of the internal control weak-

nesses we identified and noted that it has begun efforts to address them. We are encouraged

by the response and will continue to closely monitor the Corporation's progress.

/
Charles A. Bowsher

Comptroller General ofthe United States

January 3, 1991



tarial Valuation

PBGC calculated the present value of future benefits for both the single-employer

and multiemployer programs, and of nonrecoverable financial assistance under the multi-

employer program, using the same methods and procedures as those used in 1989.

Number

(Dollar: in millions)
ofPlans

I. Single-Employer Program

A. Terminated plans

1. Seriatim at fiscal yearend (fye) 7%°

2. Seriatim at dopt, adjusted to fye 446

3

.

Hybrid plans 5

a. Benefits valued seriatim

b. Benefits valued nonseriatim

4. Nonseriatim 3 2 7

5. Rettig Settlement* (nonseriatim) _ ~

Subtotal I >55»

B. Probable terminations (nonseriatim)t 34

Total MS)*

II. Multiemployer Program

A. Pre-MPPAA terminations

1

.

Seriatim at fye

2. Seriatim at dopt, adjusted to fye 3

Subtotal
IO

b. Post-MPPAA liability 5

Total H
Total liability for single- and multiemployer programs 1,607

Note: Numbers may not add up to totals due to rounding.

'The Rettig Settlement refers to the extra benefit liability that PBGC expects

to incur due to a settlement ofa class action lawsuit that increased

benefits for some participants and provided new benefits to about 6,000

additional participants.

t The liability for probable plan terminations is reported net of estimated plan

assets and projected recoveries from the sponsoring employers. Allother

liabilities are gross amounts.

XLess than 500 participants.

Number of

Participants Liability

40,000 $ 4OO

79,000 i,394

l6,000 593

13,000 442

47,000 809

6,000 41

201,000 3,679

138,000 i.iii

339,000 4,79o

3,000 12

* 3

3,000 IS

5,000 33

8,000 48

346,000 $4,839

pbgc calculated the single-employer program's liability for benefits in the terminated plans

and probable terminations, as defined in Note i to the financial statements, using a

combination of three methods: seriatim, nonseriatim, and hybrid. For 780 plans, PBGC had

sufficiently accurate data to calculate the liability separately for each plan participant's

benefit-the seriatim method. For 446 plans whose data were not yet fully automated,

pbgc calculated the benefits and liability seriatim as of the date of plan termination (dopt)

and brought these amounts forward to the end of FY 1990.

For 3 Z7 other plans, pbgc did not have sufficiently accurate or complete data. For these

plans, it did not value individual benefits but instead used a "nonseriatim" method that

depends on certain assumptions and adjustment factors.

For five very large plans, PBGC had sufficient data to calculate the liability for retirees using the

seriatim method and the liability for nonretirees using the nonseriatim method-a hybrid

of the two methods that enhanced the overall accuracy of its valuation.



For the actuarial valuation, PBGC used the set of interest rates being established at the end of

FY 1990 for valuing the liability for distress terminations (i.e., 7.75% for immediate

annuities, with lower interest rates of 7%, 5.75%, and 4% for deferred annuities). The

mortality assumptions used for the valuations are the unisex pension table for healthy lives

(up-1984), set forward one year for males and set back 4 years for females, and certain

other tables as described in the pbgc regulation on Valuation of Plan Benefits (29 cfr 2619)

for trusteed plans.

For non-pay-status participants, PBGC used expected retirement ages, as explained in this

regulation. It is assumed that participants who had attained their expected retirement age

were in pay status. For participants who were older than their plan's normal retirement age

and were not in pay status at September 30, 1990, pbgc reduced the value of their future

benefits to zero over the three years succeeding normal retirement age to reflect the lower

likelihood of payment.

pbgc calculated the liability for the 10 pre-MPPAA terminations using the same assumptions

and methods used for the single-employer program.

pbgc based its valuation of the post-MPPAA liability for nonrecoverable financial assistance on

the most recent available actuarial reports and information provided by representatives

of the affected plans. The agency has been informed that 14 multiemployer plans were or

could become insolvent. However, PBGC expected only five of these plans to need finan-

cial assistance because severe industrial declines have left them with inadequate contribu-

tion bases and no alternative except PBGC assistance. PBGC expected the minimum

funding standards and withdrawal liability provisions to enable the other nine plans to

continue paying benefits without pbgc assistance.

Preliminary tests by the Corporation on a small nonrandom sample identified variations among

different stages of the estimating process on some small plans. Accordingly, the Corpora-

tion is initiating efforts to upgrade systems software and documentation. In addition, the

Corporation has already undertaken to obtain and load necessary participant data. Never-

theless, it is still my opinion, with respect to the aggregate liabilities shown in the Report,

that (1) the techniques and methodology used for evaluating the Corporation's liability for

the single-employer and multiemployer programs are generally accepted within the

actuarial profession; and (2) the assumptions used and the resulting liability totals are, in

the aggregate, reasonable based on available data for the purpose of evaluating the financial

and actuarial status of the trust and revolving funds.

Ronald Gebhardtsbauer, fsa, ea

ChiefActuary, pbgc

Member, American Society ofPension Actuaries

Member, American Academy ofActuaries

A complete actuarial valuation, including additional actuarial data tables,

is available from pbgc upon request.
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Financial Summary

Single-Employer Fund Year Ended September 3 o,

(Dollars in millions) i 99o 1989 i 988 1987 1986 1985 1984 1983 1982. 1981

Summary of Operarions:

Premium income $6 5 9-4 $603.2 $464-5 $267-6 $201.4 $81.7 $8o. S $81.5 $79-6 $75-°

Investment and other income (losses).. (104.5) 3871 5-* z6iz z6l -7 IZ 9-3 *9-7 l8 8. 3 96.2 (5-4)

Actuarial charges (credits) 181.6 361.9 358-9 87.0 524.3 3832 (23-*) i6 5 . 7 92.7 2.5

Losses (gains) from plans terminated

and pending termination 9*7-9 163.3 57-3 i,75«-7 2,406.7 657.9 4*-7 167.4 202.9 140.6

Administrative expenses 62.6 4 5-4 48.3 36.2 33-* 33-2 30.3 27-2 24.2 20.6

Other expenses 172.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net income (loss) (789-2) 419-7 5- z 2,277.9 (2,501.1) (863.3) 61.3 (190.5) d44-°) (94-2)

Summary of Financial Position:

Investments 2,331.5 2,355.5 i>8i 7 .4 1,728.4 1,409-6 953-6 831.9 759-i 538.1 353.5

Total assets 3,110.7 3,059-3 2,422.3 2,163.4 1,740.3 1,1 54-6 1,063.3 1,084.9 772.8 4 67-4

Future benefits, present value 4,790. 3 3,983-6 3,8o 5 -7 3,629.3 5.491-8 2,447.0 1,496.6 1,570.0 1,076.0 637.0

Accumulated deficit (1,912.8) (1,123.6) (i, 5 43-3) d,548-5) (3,826.4) (1,325-3) (462.0) (523.3) (332-8) (188.8)

Insurance Activity:

Benefit payments 369-3 35^-9 356-5 300.2 260.5 170.2 169.3 136.6 94-2 56-8

Participants receiving monthly

benefits at end of year 110,380 106,770 110,300 109,700 90,750 74,8oo 64,700 55,400 50,900 36,400

Plans trusteed and pending

trusteeship 1,558 1,501 i,455 M7<5 1,315 i,i?i L" 8 1,021 904 783

Multiemployer Fund

(Dollars in millions) 1990 1989 1988 1987

Summary of Operations:

Premium income $ 21.2 $ 20.4 $ 17-2 $ 16.8

Investment and other income 14-3 x 5-9 6.5 3.5

Actuarial charges (credits) 0.6 1.1 2.7 2.3

Losses (gains) from financial assistance . . 23.3 0.7 (6.2) (9.1)

Administrative expenses 2.2 3.3 3-6 3.3

Net income (loss) 9-2 3i-3 23.6 23.6

Summary of Financial Position:

Investments 1830 154-° I2I -9 io6-3

Totalassets 190.5 160.7 I2 9-3 IT 3-6

Future benefits, present value 152 17.

1

18.6 18.9

Nonrecoverable future financial

assistance, present value 33-2 10.9 11.2 18.5

Accumulated surplus (deficit) 132.5 123.3 92.0 68.4

Insurance Activity:

Benefit payments 2.5 2.6 3.0 3.3

Participants receiving monthly benefits

from PBGC at end of year 2,170 2,310 2,500 2,800

Plans receiving financial assistance

from pbgc 3 3 3 6

Year Ended September } o,

1984 1983 1982

14.7

14.0

i-5

5-7

3.6

18.0

92.1

98.3

19.8

29.0

44-7

14.2

9-i

3-2

6.4

4.2

9-5

71-5

78.4

21.7

25.1

26.7

12.2

3-4

1.1

0.6

3.0

1 1.2

53.0

60.8

19.4

17.2

3-3 3-5 3-6

3,250 3,100 3,400

5 3 1

12.8

6.8

2.0

19.1

3-2

(5-i)

45-4

5 2 -4

25.0

19.0

6.0

3-8

3,500

12.8

5-5

3-4

0.0

3-2

12.3

34.0

40.3

26.8

0.0

11.

1

4-5

3,8oo

1981

11.

7

(0.1)

0.4

0.0

2-3

7-3

22.2

28.0

27.0

0.0

(1-3)

4-3

4,000
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The Pension Benefit Guaranty Corporation (PBGC) protects the

pensions ofmore than 40 million Americans in about 85,000

private single-employer and multiemployer defined benefit pen-

sion plans. These pension plans provide a specified monthly

benefit at retirement, usually based on salary or a preset dollar

amount and years ofservice. The Employee Retirement Income

Security Act of 1974 (ERISA) established PBGC as afederal

corporation and setforth the mission:

m encourage the growth ofprivate pension plans,

m pay timely and uninterrupted pension benefits, and

m maintain pension insurance premiums at the lowest level

necessary to carry out legal obligations.

PBGC receives nofundsfromfederal tax revenues. Operations

arefinanced by insurance premiums set by the Congress and

paid by sponsors ofdefined benefit plans, investment income,

assetsfrom pension plans trusteed by PBGC, and recoveriesfrom

the companiesformerly responsiblefor the trusteed plans.

Tofulfill its mission, PBGC has established a long-term goal

of building a service-oriented, well-managed, andfinancially

sound insurance company to provide a strong safety netfor a

healthy defined benefit pension system.
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Assets Liabilities

Assets and Liabilities

Losses from completed and prob-

able pension plan terminations

totalled Si.o billion as compared to

the So. 9 billion reported in 1990.

The increased losses resulted princi-

pally from lower expected recoveries

in bankruptcy. The net loss, taking

investment gains into account, was

$542 million compared to $780 mil-

lion for the prior year.

PBGC's deficit at yearend, which

reflects long-term obligations to pay

benefits, increased by 32 percent

to more than $2.5 billion for the

single-employer insurance program.

That program's liabilities increased

by more than $3 billion to $8.2 bil-

lion and assets reached $5.7 billion.

PBGC's total deficit, when the multi-

employer program's surplus is

added, grew to $2.3 billion from the

$1.8 billion reported for 1990.

PBGC paid $516 million in benefits,

an increase of 39 percent from

1990, to more than 142,000 partici-

pants. Another 183,000 participants

in terminated plans who have not

yet retired are entitled to receive

benefits in the future and 47,000

additional participants are in plans

that we expect will terminate, bring-

ing the total to 372,000 people

who rely or will rely on PBGC for

pension benefits.

Investment income of $945 million

fully offset the $942 million growth

in liabilities resulting from interest-

rate changes and the passage of

time, demonstrating the success of a

new investment policy to minimize

the effect of interest-rate changes on

PBGC's financial condition.

PBGC's multiemployer plan insur-

ance program had net income of

$55 million and ended the year with

an accumulated surplus of

$187 million.

(Dollars in millions) 199 1 '99° Change

Single-Employer and Multiemployer Programs Combined

Summary of Operations

Premium Income $ 764 $ 680 12%
Loss from Plan Terminations $ 1,049 $ 938 12%
Investment Income (Loss) $ 945 $ (90) —
Actuarial Charges $ 908 $ 182 399%
Net Loss $ (542) $ :78o) 31%
Insurance Activity

Benefits Paid $ 516 $ 37

1

39%
Participants:

— Pay Status 142,000 1 1

2

,500 26%
— Not in Pay Status 183,000 95 ,500 92%
— Probable Terminations 47,000 138 ,000 -(56%

Total Participants 372,000 346,000 8%
New Underfunded Terminations 86 62 39%
Trusteed Plans Since Inception 1,654 1 ,568 5%
Financial Position

Single-Employer Program

Total Assets $ 5'664 $ 3 1 1

1

82%
Total Liabilities $ 8,174 $ 5 024 63%
Accumulated Deficit $(2,510) $(1 9*3) 31%

Multiemployer Program

Total Assets $ 254 $ 1C)0 34%
Total Liabilities $ 67 $ 58 16%
Accumulated Surplus $ 187 $ 132 42%



A Message

From the

Chairman

This eventful year has brought the

protection of PBGC's pension safety

net to tens of thousands of workers

and retirees whose companies, as in

the example of Eastern Air Lines

and Pan American World Airways,

could no longer continue in busi-

ness or support their pensions. For

them, the pension safety net is criti-

cal. They are among the more than

40 million workers whose benefits

PBGC guarantees.

The vast majority of the nation's

defined benefit pension plans

remained strong and well-funded,

with more than a trillion dollars of

assets to pay promised benefits.

Still, problems grew among some

weakly funded pension plans of

troubled companies. When compa-

nies go out of business or a pension

plan runs out of money or has to be

terminated, workers must know

their basic retirement benefits are

safe. PBGC took aggressive action,

at negotiating tables as well as in

court rooms, to prevent loss to

retirees and to the insurance

program.

As the year's financial results show,

PBGC remains vulnerable to sub-

stantial losses. Steps must be taken

now to make sure that pension

promises made to American workers

are kept and American taxpayers

are not faced with having to foot the

bill for pension promises made but

not kept by corporations. Com-

panies and their creditors must take

pension debt seriously and they will

if they know that even in bankruptcy

some of the funds owed to pension

plans will have priority. The

Administration is taking the neces-

sary steps to ensure that pension

debts are taken seriously.

Ifwe are not to ignore the lessons

of the past, the time to act is now,

before inaction increases dramati-

cally the cost of PBGC's losses. The

Administration has initiated legisla-

tive reforms to ensure the sound-

ness of the Nation's pension

insurance. We are also taking

aggressive management actions sys-

tematically to address weaknesses in

PBGC's financial systems and inter-

nal controls.

We cannot make the companies we

underwrite succeed. We cannot

change the law without the help of

the Congress. But the leadership of

the Department of Labor and PBGC

is determined to take all needed

steps to resolve problems with inter-

nal systems and to call to the atten-

tion of companies, as well as the

Congress, that pension promises

must be kept. We owe no less than

that to pensioners, premium payers,

and taxpayers.

LYNN MARTIN

Secretary ofLabor

Chairman of the Board
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the Safety Net
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Single-Employer Program Deficit

All of PBGC's people are committed

to our mission of protecting the

retirement security of the more than

40 million Americans whose

benefits we insure. The past year

highlighted the difficult challenges

that we face in fulfilling that mis-

sion. These challenges include:

major pension plan terminations,

increased exposure from under-

funded pension plans,

prevention of adverse legislation,

development of needed legislative

changes, and

serious internal financial systems

problems.

To fulfill this commitment we need

to achieve our goal of building a

service-oriented, well-managed, and

financially sound insurance com-

pany to provide a strong safety net

for a healthy defined benefit pen-

sion system. Retirees now receiving

benefits, workers looking ahead to

their retirement years, companies

that pay PBGC premiums, and

We need to achieve our goal

of building a service-oriented,

well-managed, andfinancially sound

insurance company to provide a

strong safety netfor a healthy

defined benefit pension system.

American taxpayers expect us to

repair the holes ripped through the

pension safety net.

Despite aggressive efforts to prevent

losses and to improve recoveries,

PBGC has a growing deficit in the

single-employer insurance program,

now $2.5 billion, and an uncertain

future. It is becoming clear that we

cannot achieve the goal of finan-

cially sound pension insurance with-

out legislative changes.

Growing Losses

This year has seen the largest losses

from terminations in our 1 7-year

history— seven Eastern Air Lines

pension plans with $700 million in

underfunding and three Pan

American World Airways pension

plans with more than $900 million

in underfunding. And as the fiscal

year drew to a close, a district court

ruling in the LTV case sapped

PBGC's underlying insurance prin-

ciples, raised the specter of an addi-

tional loss of $1.6 billion, and

increased the potential of a deficit

that, without further changes in the

program, could approach $18 bil-

lion by the end of the decade.

The district court ruling in the LTV

case denied any priority to PBGC's

claims for pension liability and

barred the Department of Labor

from enforcing pension funding

obligations while LTV is in

bankruptcy. The court created a

loophole in current pension law

that, if allowed to stand, will enable

companies in bankruptcy to elimi-

nate pension plans simply by letting

them run out of money. Under

ERISA, PBGC must terminate a

plan without sufficient assets to pay

current benefits. This ruling can



lead to the kind of moral hazards in

the pension insurance system that

helped cause the bank insurance

crisis, hazards that would arise from

indifference to pension underfund-

ing and terminations because of the

existence of pension insurance.

After the fiscal year, a team led by

our Chief Negotiator, Diane E.

Burkley, reached a tentative settle-

ment with the largest of the three

LTV creditors committees. If

accepted, the deal will result in a

$1.5 billion contribution by LTV to

the three restored pension plans.

PBGC will still sustain an additional

loss of $400 million over what was

anticipated last year. The settlement

includes a number of contingencies

that could result in additional recov-

eries of up to $100 million.

Exposure

The defined benefit pension system

remains very healthy, with $1 .3 tril-

lion in assets backing over $900 bil-

lion in promised benefits. However,

some pension plans, primarily in

the steel, automobile, tire, and air-

line industries, are underfunded by

a total of about $40 billion. Of this,

about $1 3 billion is in plans spon-

sored by financially troubled com-

panies. These underfunded plans

and weaknesses in the program that

foster underfunding present a

growing threat to the program's via-

bility unless fundamental changes

are made.

If these systemic weaknesses are not

corrected, PBGC will face a crisis.

Some have attempted to analyze

PBGC's financial condition by ignor-

ing the deficit and concentrating on

cash flow, but that is not the proper-

approach. Such an approach is

extremely short-sighted as the deficit

represents the benefits we are com-

mitted to pay for which we have no

assets. The President's 1993 Budget

recognizes the underlying nature

of PBGC's obligations by recom-

mending to the Congress that the

accounting treatment of PBGC,

along with other government insur-

ance programs, be shifted from a

cash flow to an accrual basis in the

Budget to reflect the cost of future

insurance claims.

Some also have suggested that

PBGC's exposure and deficit should

be increased by requiring us to

insure new exposure. In November,

the U.S. Senate rejected a proposal

that would have increased our

deficit by $500 million by requiring

PBGC to pay money to participants

in plans that terminated before we

were created.

We cannot achieve the goal of

financially sound pension insurance

without legislative changes.

In addition, PBGC is not authorized

to guarantee annuity contracts. It

would be a folly to have PBGC guar-

antee annuities of insurance compa-

nies, which are not regulated by the

federal government. Such a guaran-

tee would increase PBGC's exposure

by $50 billion and move us into the

realm of insurance regulation.

Insurance companies are state-

regulated and backed by state

guarantee funds in all 50 states.

Improvements, as necessary, should

be encouraged in the state regula-

tory and guarantee programs.

Changes Are Needed

PBGC's insurance program must be

based on sound insurance princi-

ples. The moral hazard in the PBGC

program—high benefit guarantees

combined with low recoveries from

employers—discourages financially

weak companies from funding their

underfunded pensions. To protect

PBGC from this hazard, we must

make it more difficult and more

costly for a company to have an

underfunded pension plan.

Companies, their shareholders,

creditors, and workers must take

pension debt seriously. The

Administration proposed bank-

ruptcy legislative reforms in

November 1991 to strengthen

employers' incentives to fund rathe

than terminate their pension plans

The bill would clarify PBGC's prioi

ity claims in bankruptcy by codify-

ing them in the bankruptcy code.

Clarification and some improve-

ments of PBGC's priorities in



bankruptcy will mean not only bet-

ter recoveries for PBGC", but also

that a greater share of the costs of

providing pension benefits in

underfunded plans will be borne bv

the companies that promised those

benefits and by their creditors.

In addition to improving bankruptcy

recoveries, the Administration, in

view of PBGC's large and growing

exposure, will propose to revise the

minimum funding requirements for

underfunded pension plans and to

freeze the guarantee for plans that

remain underfunded. This combi-

nation of changes will produce the

right incentives to better fund plans,

to make more realistic pension

promises, and to discourage pen-

sion terminations.

Better Service and

Management
To strengthen PBGC's service and

management, two new Deputy

Executive Directors were appointed.

U'illiam M. DeHarde, a 1 6-year

PBGC veteran, was appointed Chief

Operating Officer. James L.

nolbarsht was appointed as PBGC's

first Chief Financial Officer.

Hie Corporation continues to make

progress in addressing the financial

management problems identified by

the General Accounting Office

(GAO) in the 1990 audit requested

K the Corporation. That audit was

Ip important step toward our recti-

fying the longstanding weaknesses

in the Corporation's financial opera-

tions. The audit confirmed prob-

lems in PBGC's evaluation of the

liability for future benefits, account-

ing controls, and premium opera-

tions. During the year, PBGC made

major strides in improving the cal-

culation of future benefits, control-

ling accounting transactions,

collecting past-due premiums and

developing a new premium account-

ing system.

Under the present plan, the sched-

uled financial management systems

and internal controls improvements

should result in an auditable bal-

ance sheet by the end of 1992.

Management also succeeded in

1991 in completing implementation

of our new investment policy. The

asset-liability management program

proved successful as record invest-

ment income offset record actuarial

charges.

During the year, several long-

serving members of our Advisory

Committee completed their

appointment terms. I want to thank

former Chairman Murray P.

Hayutin and members Eugene B.

Burroughs,John F. Hotchkis, and

Ralph J. Wood, Jr., for their dedi-

cated service and contributions to

PBGC.

U.S. GOVERN// ENT AGENCY

Commitment to the Future

PBGC is committed to strengthen-

ing the safety net that protects more

than 40 million Americans. A strong

safety net will keep the $1.3 trillion

defined benefit pension system

healthy and growing. We are taking

the internal steps to strengthen our

service and financial management

systems. We now need the support

of the Congress to create a sound

insurance program. Bankruptcy,

funding, and guarantee reforms will

ensure that PBGC can continue to

support the defined benefit pension

system.

James B. Lockhart III

Executive Director

JZZ^



JL irinancial

Guarantee

Insurance Program

PBGC protects the pension benefits

of approximately 32 million partici-

pants in about 83,000 single-

employer pension plans, based on a

reassessment of available data.

PBGC guarantees that these workers

and retirees will receive a substan-

tial portion of their promised

benefits if their employer is in

severe financial distress and unable

to pay all promised benefits. In

1991 , the guarantee covered pen-

sion payments up to $27,000 per

year for single-life annuities payable

at age 65.

The restructuring of the airline

industry and the subsequent losses

that PBGC absorbed during 1991

illustrate the risk that PBGC contin-

ues to face from underfunded

plans. Despite mandatory funding

standards and restrictive tests for

termination of underfunded plans,

Plan terminations and resulting

losses were higher than in any

previous year.

plan terminations and resulting

losses were higher than in any

previous year.

By yearend, PBGC's losses from

actual and probable plan termina-

tions totalled approximately $1 bil-

lion, increasing the single-employer

program's liabilities to $8.2 billion.

PBGC's losses largely resulted from

lower expected recoveries from

employers in bankruptcy for plans

added to PBGC's liabilities in 1990.

Assets increased to $5.7 billion,

leaving the program with a deficit of

$2.5 billion.

History of Losses

PBGC's losses have increased con-

siderably over time. Within that

trend, there has been substantial

annual variability due to the spo-

radic terminations of very large

underfunded plans.

The table demonstrates the growth

in net losses over the Corporation's

history. The 28 plans with 1991 ter-

mination dates, while representing

less than 2 percent of all termina-

tions requiring application of PBGC

guarantees, represent more than

25 percent of total losses incurred

Loss Experience from Single-Employer Plans

(Dollars in millions)

Year of

Termination

Number
of Plans

686

606

352

Benefit

Liability

Trust

Plan

Assets

Recoveries

From
Employers

Net

Losses

1975-1980

1981-1985

1986-1991

$ 570
i,358

4>839

$ 227

479
2,033

$ 65
161

361

$ 277

719

2,445

Total

Probable

1,644

15

6,768

i>552

2,739

595

587
l8l

3442
776

Total 1,659 $8,319 $3-334 $768 $4,217

Note: Numbers may not add up to totals due to rounding.

* Stated amounts are subject to change until PBGCfinalizes valuesfor liabilities, assets, and recoveries. Amounts

in this table are valued as ofthe date ofeach plan 's termination and differfrom amounts reported in theFinan-

cial Statements and elsewhere in the Annual Report, which are valued as of the end ofthe statedfiscal year.



to date. PBGC, also faces probable

losses of S776 million for 15 plans

that are expected to terminate after

vearend. Those plans represent

almost 20 percent of PBGC's total

net losses since inception.

The average net loss per terminated

plan from 1986 to 1991 (excluding

probable terminations) was about

$6.g million. This is a large increase

from the average net loss of

$404,000 per plan for 1975

through 1980. On a percentage

basis, recoveries from emplovers

have fallen from 19 percent in

the initial 6-year period to onlv

1 3 percent in the most recent

6 years.

company. In all such cases, the

employer must demonstrate to

PBGCs satisfaction, or to a

bankruptcy court if appropriate,

that it and each member of its

controlled group meets one of the

financial distress criteria.

An underfunded plan may also be

terminated involuntarily by PBGC
when necessary to protect the inter-

ests of the participants or the insur-

ance program. PBGC is required to

terminate a plan that has no assets

to pay current benefits. Termina-

tion, however, is a last resort. PBGC
prefers to negotiate first with the

employer to improve a plan's

funding.

(Dollars in billions)

h

$2

$1

$0 .1
75-80 81-85 86-91

Actual Probable

Net Losses

Trends in Losses from Single-Employer Plans

(Dollars in millions)

Recoveries

as a Average Net
Percent of Loss Per

Year of Funding Net Terminated
Termination Level Underfunding Plan

1975-1980 40% 19% $0.4

1981-1985 35 18 1.2

1986-1991 4 2 !3 6.9

Distress and Involuntary
Terminations

PBGC's financial guarantee for

single-employer plans is triggered

by the termination of an under-

funded plan by either the sponsor-

ing employer or PBGC. The current

termination requirements generallv

restrict employer-initiated termina-

tions of underfunded plans to

instances in which the employer is

being liquidated in bankruptcy or

in which termination is necessary

for the survival of the sponsoring

PBGC reviewed more plans for dis-

tress or involuntary termination in

1 99 1 than in the previous year and

more employers met the termina-

tion standards. As a result, PBGC
agreed to the distress or involuntary

termination of 86 underfunded

plans in 1991 , a 39 percent increase

from the 62 in 1990. In many of

these cases, the actual termination

date was designated to an earlier

year. In almost all of these cases, the

employers either had been or were

being liquidated.
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i ,500

1,400

1,300

I987 I988 I989 1990 1991

Cumulative Plans Trusteed

by PBGC

(Notices Received)

12,000

8,000

4,000

Trusteed Plans

PBGC becomes trustee of termi-

nated underfunded plans either

through agreement with the plan

administrator or through a court

order. As trustee, PBGC takes cus-

tody of plan records, determines eli-

gibility for and amount of benefits,

pays benefits to participants when

due, assumes control of plan assets,

and recovers amounts due the plan

or PBGC from the employer or

members of the employer's con-

trolled group. The Corporation's

actual trusteeship of a plan typically

occurs months or sometimes years

after the date of plan termination.

This delay often is due to the lack of

proper notification to PBGC of an

event requiring plan termination

until long after the event has

occurred. During 1 99 1 , PBGC

completed trusteeing 78 plans,

many ofwhich had termination

dates prior to 1991.

By the end of the year, PBGC had

trusteed a total of 1,582 terminated

single-employer plans and 10 termi-

nated multiemployer plans. PBGC

will trustee an additional 62 termi-

nated plans, bringing the total to

1,654 plans-

Standard Terminations

Most of the plan terminations pro-

cessed by PBGC each year are for

fully funded plans. Before such

plans can be terminated, the

employer must satisfy specific legal

requirements regarding notices to

participants and PBGC and all

benefits earned by participants

must be paid. PBGC is authorized

to disallow any such "standard"

termination that does not comply

with these requirements. Generally,

about 1 5 percent of the standard

terminations received by PBGC

involve errors or problems that pre-

vent completion of the termination.

In 1 99 1 , PBGC received about

8,600 filings requesting standard

termination, which was a significant

drop from the 10,000-1 1,000

terminations reported during each

of the previous four years. The

Corporation permitted completion

of about 7,500 standard termina-

tions, including about 300 termina-

tions that had carried over from

1 990. PBGC returned or disallowed

about 1 ,100 filings because they

were incomplete or did not comply

with the law. Terminations contin-

ued to be concentrated among

smaller plans. The lower number of

terminations may be related to the

diminishing universe of defined

benefit plans.

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

Annual Single-Employer Standard Plan Terminations



PBGC conducts audits ofa statisti-

cally significant number of com-

pleted terminations to assure hill

compliance with the law. The audits

are used to determine whether par-

ticipants received all the benefits

due them under the terminated

plan. In audit sampling completed

thus tar. PBGC has found that less

than 3 percent of all participants

received less than the amount due

them. On average, affected partici-

pants were underpaid by about

9 percent of the value of their

benefits. The underpayments

largely resulted from incorrect actu-

arial assumptions or incorrect inter-

pretation of plan benefit formulas,

with most of the errors committed

by small plans. Plan administrators

are required to correct errors

uncovered by an audit.

Reversions: Plan terminations

resulting in large reversions of

surplus assets to employers

continued to decline from their

peak in 1985. Projected for 1991,

total reversions will amount to

about Si 00 million as compared to

about S426 million in 1990 and

S6.1 billion in 1985. About 44
plans are projected to terminate

with reversions in excess of

Si million as compared to about

94 the previous year. Those

terminations are projected to be

only 8 percent of 1985's peak level

of 582. These large reversion cases

remained a small proportion of all

standard terminations, involving

about 3 percent of the approxi-

mately 54,000 plans terminated

from 1985 through 1991 and less

than 1 percent of 1991

terminations.



E xposure PBGC represents a major portion of

the government's hidden liabilities.

The defined benefit pension plans

insured by PBGC comprise an esti-

mated $900 billion in liabilities,

more than 20 percent of the nearly

$4.5 trillion in federal insurance.

Fortunately, the assets of the pen-

sion plans exceed liabilities by sev-

eral hundred billion dollars. And,

the worth of the sponsoring compa-

nies provides further security.

Nevertheless, within a generally

healthy defined benefit system,

pockets of underfunded pensions

can be found, primarily in union-

ized manufacturing and transporta-

tion sectors of the economy.

Pension Underfunding

PBGC annually estimates pension

underfunding. In the 1991 report

based on 1990 results, the

Corporation estimated $40 billion

of unfunded liabilities in defined

benefit pension plans, an increase

from the $30 billion reported in

1 990. Multiemployer plans repre-

sent $8 billion to $10 billion in

PBGC represents a major portion

of the government s hidden liabilities.

underfunding. The remaining

$3 1 billion is in single-employer

plans. The reasons for this growth

include benefit increases in union-

negotiated plans and weak 1990

investment returns.

Not all pension underfunding rep-

resents likely claims upon PBGC's

insurance. Using the nomenclature

of the Financial Accounting

Standards Board (FASB), PBGC

classifies its exposure as "probable,"

"reasonably possible," or "remote."

Probable claims are those that are

likely to occur and PBGC books

them as they are determined. The

net liability for probables in 1991

totalled $776 million. Companies in

the reasonably possible category
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pose the next likeliest risk to PBGC'

because thev sponsor underfunded

pension plans and are experiencing

significant financial problems.

Underfunded plans with stronger

corporate sponsors are viewed as

remote risks. As part of a loss pre-

vention strategy, PBGC continually

reviews the financial condition of

companies and plans that pose

probable and large reasonably

possible losses.

PBGC's most recent analyses dis-

close reasonably possible losses of

about Si 3 billion, compared to last

years $8 billion. This exposure is in

about 80 companies, primarily in

the automobile, steel, tire, and air-

line industries. Remote losses are

estimated to be Si 8 billion, result-

ing in a total exposure of S3 1 bil-

lion for single-employer pension

plans.

PBGC annually publishes a list of

the 50 companies with the largest

pension underfunding. PBGC's

most recent listing showed under-

funding among the 50 companies

during 1990 of $21.5 billion, an

increase of 50 percent from the

prior year. The data was verified

with the companies named on the

list and is based on publicly avail-

able information. Experience has

indicated, however, that PBGC's

losses after a plan terminates often

exceed estimated amounts because

of lower contributions and more

early retirements than anticipated.

PBGC has found the list to be an

effective means of raising awareness

to pension underfunding and

encouraging companies to take

measures to improve the funding of

their plans. Some companies on

earlier lists have taken concerted

actions to improve funding.

Deterioration in

Pension Funding

Historically most of the claims

made against PBGC have come

from flat-benefit plans that cover

hourly workers in unionized compa-

nies. Because benefits are often

increased at regular intervals as part

of contract negotiations, new liabili-

ties are added before old ones are

funded, leaving the plans chroni-

cally underfunded. The funding

rules, which require funding based

on current legal obligations, do not

allow flat-benefit plans to anticipate

yet-to-be bargained future benefit

increases.

In contrast, final-pay or final-salary

plans are almost always overfunded

relative to insured termination

liabilities because their funding

schedules anticipate ever-increasing

salaries and, therefore, future

benefit levels. Consequently, typical

final-pay plans have funding ratios

of 145 percent, while flat-benefit

plans typically are 75 percent

funded. Therefore, the average

final-pay plans can absorb consider-

able changes in interest rates, actu-

arial assumptions, and investment

performance without posing

exposure to PBGC. Flat-benefit

plans cannot.

PBGC has found that plan funding

deteriorates as a company's finan-

cial condition deteriorates. The

typical terminated underfunded

plan was reporting it was about

80 percent funded five years before

termination, but at termination was

only 40 percent funded.

This deterioration occurs in part

because financially pressed compa-

nies tend to minimize pension con-

tributions to conserve corporate

assets. The law gives companies con-

siderable latitude in selecting the

interest rate, retirement age, and

mortality assumptions used to deter-

mine the required minimum contri-

bution. In addition, as a company

declines, it often offers increased

early retirement benefits in order to

encourage early retirement and

reduce its payroll. As conditions

worsen, the company may close

plants and lay off workers, trigger-

ing special subsidized early retire-

ment shutdown benefits. These

higher early retirement costs are

hard to predict and consequently

are rarely, if ever, funded in

advance.

PBGC's guarantee may encourage

these practices because companies

know that, regardless of the plan's

funded status, most of the pension

benefits will be paid if the plan ter-

minates. Moreover, more companies

may seek to minimize funding as a

result of the district court ruling in

the LTV case that pensions do not

11



have to be funded in bankruptcy. If

this ruling prevails, pension under-

funding will become a source of

cheap, unsecured debt that will not

be paid by plan sponsors in the

event of termination. Companies

with well-funded plans end up pay-

ing for these losses through their

insurance premiums. In effect, a

corporate subsidy has been created

for failing companies with under-

funded plans.

The deterioration in funding is par-

ticularly damaging in flat-benefit

plans because frequently they are

already underfunded. The funding

reforms enacted by the Congress in

1987 are not sufficient to make

these plans well-funded or to pre-

vent pre-termination financial

deterioration.

Financial Forecasts

Based on past experience and

recent financial results, PBGC

develops projections of the future

financial condition of the single-

employer program. The amount of

PBGC's future claims depends on

many factors, including current

underfunding among insured plans,

any further erosion in funding,

bankruptcies among plan sponsors,

and recoveries from those bankrupt

sponsors. These factors are subject

to future economic conditions,

investment results, and the legal

environment that the Congress and

the courts create for PBGC's insur-

ance program. Over the longer

term, PBGC also will be affected by

labor force trends and the kinds of

pension plans that are offered.

Forecasting Issues: PBGC has

relied on past claims experience as

a forecasting base because of the

difficulty in establishing a precise

relationship between observed

underfunding and actual termina-

tion claims. This methodology,

however, is flawed in some import-

ant respects, in particular its

implicit reliance on past economic

experience.

Forecasts based on the claims expe-

rienced during the 1980s implicitly

assume that similar economic condi-

tions—nominal interest rates, mar-

ket returns on pension plan assets,

industry restructurings, and the fre-

quency of bankruptcies—will exist

in the forecast period. However,

despite large claims, the 1980'swere

characterized by conditions favor-

able to PBGC, including strong

stock and bond markets and moder-

ate bankruptcy rates. It is uncertain

that similar conditions will

continue.

Any forecasting that looks at a ten-

year horizon has to consider such

factors as labor force and pension

trends. Given PBGC's vulnerability

to substantial claims from flat-

benefit plans covering unionized

workers, a major component of

PBGC's long-term future is the eco-

nomic condition of the unionized

sectors of the economy.

Accordingly, any long-run forecast-

ing of PBGC's future should take

into account different economic

conditions and trends among the

unionized sectors of the economy

and in pension plan design. PBGC's

ten-year forecasts rely on past claims

experience, and deficit projections

reflect claims experience through

FY 1991. The President's 1993

Budget uses a simplified options

pricing model to estimate PBGC's

current and future exposure and to

estimate savings to PBGC from

reforms proposed in the Budget.

Ten-Year Forecasts: Using its

traditional methodology, PBGC has

prepared three 10-year forecasts to

give a long-term view of the

expected status under different loss

scenarios. Although the slopes of

the lines depicted in the accom-

panying graph are smooth, PBGC

expects its history of significant

annual variations in losses to

continue.

Forecast A is based on the average

annual net losses over PBGC's entire

history and assumes the lowest level

of future losses. As the graph shows,

Forecast A projects a temporary

improvement with the deficit reach-

ing a low of $ 2 . 1 billion by FY 1 996

but then increasing steadily to

$2.7 billion by the end of FY 2001.

Forecast B, which assumes the mid-

level of future losses, is based on

the average annual net losses over

the most recent 10 fiscal years

($503 million per year) because

PBGC began incurring significantly

larger losses in FY 1982. Under

Forecast B, PBGC's projected deficit

would grow to $5.5 billion by the

12



end of the 1 o-vear period as net

losses continue to grow while the

premium rate remains constant.

That is nearly three times the deficit

forecast last year.

Because of the potential for massive

losses from the largest underfunded

plans or other contingencies men-

tioned in Note 7 to the financial

statements, PBGC developed

Forecast C. This latter forecast

assumes $1.2 billion of claims each

year. Although this forecast assumes

the highest level of future claims, it

is not a worst-case forecast. Forecast C

assumes that termination of the

plans with $13 billion of underfund-

ing that represent reasonably possi-

ble losses, discussed in Note 7 to the

financial statements, will occur over

the next 1 o years in addition to a

modest number of lesser termina-

tions each year. Recoveries from

plan sponsors are assumed to

remain the same as the average of

(Dollars in billions)

$2

(Dollars in billions)

$2

1988 1989 1990 1991

1988-1991 Pessimistic

10 -Year Forecasts

J99i 1993 1995

Forecast A Forecast B Forecast C

PBGC Forecast

the most recent 10 fiscal years.

This forecast projects continued

growth of PBGC's deficit throughout

the 1 o-year period to a high of

$ 1 7_g billion by the end of FY 200 1

.

PBGC's pessimistic forecast has

rapidly deteriorated over the last

four years. This year's forecast repre-

sents a 57 percent increase from last

year's forecast of an $1 1 .4 billion

deficit.

The three 1 gg 1 forecasts share sev-

eral assumptions. Projected claims

are in lggi dollars. The present

value of future benefits is valued at

6.75% for immediate annuities,

with lower rates for deferred annu-

ities, giving a composite rate of

6.25% that was also used for pro-

jected investment results. Benefits

for plans terminating in the future

are assumed to grow at 5.9% until

!997 1999

termination, and the number of

participants in insured plans is

assumed to remain constant. This

latter assumption represents a

change from previous years' fore-

casts where the number of partici-

pants was assumed to grow

one percent annually. Assumed

administrative expenses through

igg7 are consistent with the

President's igg3 Budget and are

projected to grow 5.g% each year

thereafter. The single-employer pre-

mium, increased by the Omnibus

Budget Reconciliation Act of 1990,

will produce revenue equivalent to

$23 per participant and is assumed

to remain unchanged. Plan funding

and recoveries from plan sponsors

are assumed to remain the same as

historical averages.

••-•
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Llegislative

Developments
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A sound insurance program must

be able to reinforce responsible

behavior, thereby reducing moral

hazards in the program and pre-

venting losses. Economic and legal

incentives to fund pensions better

are one way to eliminate such haz-

ards. As in any insurance program,

the alternatives for improving

incentives include charging higher

premiums for riskier plans, reduc-

ing coverage in underfunded plans,

reducing loss exposure by requiring

higher funding, or increasing coin-

surance so that others share in pen-

sion termination losses.

PBGC premiums already have risen

rapidly to a maximum of $72 per

person. Further increases may even-

tually drive out the least risky, better

funded plans. PBGC has already

seen a large exodus of small plans.

Furthermore, most of PBGC's

premium payers are responsibly

funding their own pension plans

and already paying more than their

fair share of PBGC's liabilities.

The Administration, therefore, is

concentrating its legislative propos-

als for single-employer plans on

clarifying and improving the priori-

ties of bankruptcy claims of pension

plans and PBGC, revising minimum

funding requirements for under-

funded plans, and freezing the

guarantee with respect to plan

amendments that increase benefit

promises in plans that remain

underfunded.

Bankruptcy Reforms

Most of PBGC's claims in bank-

ruptcy are unsecured, with less than

20 percent of the claims, on

average, being treated as priority. As

an involuntary creditor that cannot

establish terms for or limits on its

commitment to guarantee unse-

cured pension liabilities, PBGC

requires priority status for some of

its claims if the pension insurance

program is to be protected. The

higher recoveries resulting from

priority claims also protect plan

participants who receive a share of

recoveries as compensation for lost

nonguaranteed benefits.

However, even PBGC's small pri-

ority claims, which are specified in

ERISA and the Tax Code, are being

challenged because they are not

specified in the Bankruptcy Code.

To preserve and, in some cases,

improve PBGC's priority claims, in

November 1991 the Administration

submitted to the Congress a bill that

would:

clarify, in the Bankruptcy Code,

PBGC's priority claims for certain

unpaid pension contributions and

for underfunding up to 30 percent

of a controlled group's net worth;

tie the priority claim for under-

funding to the greater of 30 per-

cent of net worth or a percentage

of the underfunding, starting with

1 o percent and increasing 2 per-

cent of the underfunding in each

subsequent year up to 50 percent

after 20 years;

give tax priority to claims for

underfunding due to shutdown

benefits triggered within three

years of termination;

14



allow PBGC's claim to arise with-

out having to terminate a plan in

the event a sponsor liquidates and

the controlled group assumes the

plan; and

give PBGC the option to be a

member of creditors' committees

in order to have access to informa-

tion routinely available to other

creditors and to hasten the reor-

ganization process.

The insurance principles underly-

ing the federal insurance program

— in essence, the strands of the

safety net for private pensions—
need strengthening to reduce

PBGC's exposure to losses. Clarifi-

cation and improvement of PBGC's

recoveries from companies in bank-

ruptcy will encourage sponsors of

underfunded plans and creditors to

address the underfunding and

reduce pension liabilities.

Pension Funding Rules

As part of the President's 1993

Budget, the Administration intends

to propose changes in minimum

funding rules for underfunded

defined benefit plans. Revisions

would build upon the underfunding

reduction rule enacted in 1987 by

requiring sponsors of underfunded

plans to pay off pension plan under-

funding faster than under existing

rules. Alternatively, underfunded

plans with high levels of payments

typically caused by a high propor-

tion of retirees would be required

each year to make contributions to

the plan equal to disbursements

made by the plan plus interest on

the plan's unfunded liability. The

proposed funding rules would

require seriously underfunded

plans to improve funding over a

period of years, reducing the long-

term risk of loss to PBGC.

On November 21, 1991, the Chair-

man of PBGC's Board of Directors

and PBGC's Executive Director

announced The Pension Protection

in Bankruptcy Act, which included

these improvements to PBGC's

bankruptcy priorities. The bill was

introduced in both the House of

Representatives (H.R. 3843)

and the Senate (S. 2014) on the

same day.

The insurance principles underlying

thefederal insurance program

need strengthening to reduce PBGC's

exposure to losses.

Guarantee Freeze

The Administration will propose

freezing the guarantee for plan

amendments that increase benefit

promises for plans that remain

underfunded to improve incentives

for plan funding. The proposals,

which will apply prospectively only,

would limit PBGC's exposure to

chronically underfunded plans.

Emergency Legislation

The district court ruling in the LTV

case that companies in bankruptcy

may not be compelled by the

Department of Labor to contribute

to their ongoing pension plans,

even though they may be financially
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able to make payments, created a

significant loophole in ERISAs

termination rules. In response, on

October 30, 1991, emergency legis-

lation (H.R. 3676) was introduced

in the U.S. House of Representatives

that would require that companies

in bankruptcy make monthly pay-

ments to their pension plans to assure

that the plans can pay benefits for

six months. This legislation would

have the effect of preventing one of

LTV's plans from terminating.

However, because of progress

towards a settlement in the LTV

case, the bankruptcy court ordered

three months of funding along with

monthly replenishment of the pen-

sion plan that otherwise would have

run out of assets. The prospects of a

settlement agreement have elimi-

nated the immediate need to pur-

sue the emergency legislation.

Other Legislative Matters

In addition to developing legislative

initiatives, PBGC was involved with

other matters of concern to the

Congress.

Testimony: During the year,

PBGC's Executive Director was

asked to testify on eight occasions

before committees of the House of

Representatives and the Senate on

PBGCs claims in bankruptcy,

corporate financial operations, the

safety of annuities purchased by

plans for participants upon plan

termination, and appropriations.

After yearend, he testified on

PBGC's financial condition and

exposure to hidden liabilities.

Annuity Standards: When workers

retire or change jobs, pension plans

often will buy annuities from insur-

ance companies for those workers to

provide for their benefits. These

annuity purchases also occur when

a pension plan is terminated.

Because of the insolvency of a few

insurance companies—notably,

Executive Life of California—con-

cern has grown over the safety of

these annuities. Some have sug-

gested that PBGC should guarantee

these annuities.
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insurance company failure. In testi-

mony before the Congress, PBGC's

Executive Director emphasized that

retirees should receive sound annu-

ities and that PBGC is taking steps

to enhance the security of these

annuities. He further testified that

the key to protecting annuitants is

the enforcement of ERISA and the

strengthening of state regulations

and the protection provided by

guarantee funds in all 50 states and

by the life insurance industry, rather

than through the creation of a new

federal insurance program.

PBGC has requested that it be

informed by plan administrators of

the selected annuity provider before

assets are distributed in a termina-

tion. Based on that and other infor-

mation received from terminating

plans, PBGC has referred more than

400 questionable annuity purchases

to the Pension and Welfare Benefits

Administration (PWBA) of the

Department of Labor for investiga-

tion. The Department of Labor has

committed substantial resources to

investigating and litigating under

ERISA with respect to the selection

of annuity providers and is pursuing

a large number of ongoing investi-

gations and enforcement actions.

Shortly after yearend, the Corpora-

tion also proposed a regulatory

requirement that plan administra-

tors inform participants and PBGC

of the insurers being considered to

provide annuities before annuities

are purchased. In addition, an

interim final rule was published

requiring plan administrators to

inform participants that PBGC does

not guarantee annuities.

Also during the year, PBGC and

PWBA published similar Advance

Notices of Proposed Rulemaking

inviting public comment on what

additional steps, if any, should be

taken to protect participants. At

yearend, PBGC and PWBA were

evaluating the numerous comments

that had been submitted.

Proposal to Fund Benefitsfor

Pre-ERISA Plan Terminations:

Late in the fiscal year, the Senate

Committee on Labor and Human
Resources attached unrelated

pension provisions to a bill

reauthorizing the Older Americans

Act. Under the bill, assets of

terminated pension plans and

premiums paid on behalf of

insured plans would have been

used to pay benefits to individuals

in plans that terminated before

ERISA was enacted in 1 974. PBGC
estimated that, if these provisions

became law, they would add

approximately one-half billion

dollars to the Corporation's deficit.

The bill included no means to pay

for the increase in benefits but

attempted to hide the costs off-

budget. Shortly after the end of the

fiscal year, the full Senate voted to

remove these provisions from the

reauthorization bill.
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E nforcing

Pension

Responsibility

Enforcement is a cornerstone of

PBGC's efforts to build a financially

strong insurance program. When

necessary, PBGC uses its indepen-

dent litigation authority to meet

challenges to the insurance pro-

gram and to protect the pensions of

plan participants. In recent years,

negotiations have assumed a greater

role as the Corporation has wielded

the tools made available by the

Congress.

PBGC's goal is to convince employ-

ers to fund rather than terminate

their pension plans and to convince

creditors to support employers'

funding decisions. A key concern

for PBGC is to prevent the break-up

of companies under common

control in order to preserve the

controlled group members' joint-

and-several liability for pension con-

tributions and unfunded pension

benefits. If plans do terminate,

PBGC tries to maximize recoveries

to reduce the losses of the insurance

program and of participants with

nonguaranteed benefits.

Major Single-Employer Cases

At the end of the year, PBGC had

141 cases in active litigation, an

increase of almost 26 percent from

Cases presently pending

involve the largest companies and

most significant issues the

Corporation has everfaced.

1990. PBGC also was handling

6
1
3 uncontested bankruptcy cases.

Cases presently pending before fed-

eral courts across the nation involve

the largest companies and most

significant issues the Corporation

has ever faced.

The LTV Corporation: A Decem-

ber 1 990 district court order car-

ried out the Supreme Court'sJune

1990 ruling that affirmed PBGC's

restoration of three terminated LTV

Steel pension plans. That set the

stage for the most serious negoti-

ations to date in this drawn-out

case. Litigation also continued,

however, concerning PBGC's claims

for a fourth nonrestored LTV Steel

plan and funding of the three

restored plans.

PBGC and LTV negotiated a tenta-

tive settlement that would provide

for funding of the restored plans

and resolve all of the outstanding

pension issues. PBGC subsequently

held further negotiations with LTV's

three major creditor groups in an

attempt to address their concerns.

After yearend, PBGC reached a ten-

tative agreement with the largest of

the three groups, the LTV Steel

Creditors, that modified the earlier

agreement with LTV. Under the pro-

posed agreement, LTV would con-

tribute approximately $1 .5 billion

to the plans initially and fund the

remainder of the liabilities over the

next 30 years. This would dramati-

cally reduce PBGC's loss exposure.

The tentative agreement is subject

to a number of conditions.

In September 1991, in the midst of

the negotiations, the U.S. District

Court for the Southern District of
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New York adopted earlier recom-

mendations of the bankruptcy court

that rejected PBGC's position on

several key issues. The district court

denied bankruptcy priority status

for PBGCs claims and ruled that

the Labor Department may not

enforce funding requirements while

LTV is in bankruptcy. The Labor

Department filed for expedited

appeal to prevent the largest of the

restored plans, theJ&L Hourly Plan,

from running out of assets, while

PBGC sought to appeal the other

issues.

However, the Labor Department

appeal has been temporarily sus-

pended because, as part of the ten-

tative settlement, the Steel Creditors

sought and obtained an order from

the bankruptcy court directing LTV

to fund and maintain a three-month

funding cushion for the plan while

the parties try to finalize the agree-

ment. PBGC expects its appeal to be

suspended as well.

Eastern Air Lines/Continental

Airlines: At their termination in

October 1990, seven Eastern

pension plans trusteed by PBGC
were underfunded by nearly

$700 million. Eastern's corporate

parent, Continental Airlines

Holdings, Inc., and Continental's

affiliated companies remain

responsible for Eastern's unfunded

benefits through joint-and-several

liability for the plans. PBGC
separately pursued claims against

Eastern although it expects little

recovery from Eastern's liquidation.

Continental and its affiliates filed

for bankruptcy in December 1990.

PBGC has since filed claims

totalling about $752 million for

Continental's liability and missed

contributions for the terminated

Eastern plans and about $1 83 mil-

lion for Continental's own under-

funded plans. The claims for

Continental's plans are contingent

upon the termination of those

plans. PBGC's concern was height-

ened when Continental failed to

make its 1990 contribution to its

pension plans, which was due in

September 1991.

Pan Am Corporation: Pan Am, in

bankruptcy since January 1991, has

three defined benefit plans with
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underfunding of about $914 mil-

lion. PBGC has a secured claim of

approximately $53 million against

the Pan Am Shuttle arising from

Pan Am's failure to make required

pension contributions following a

1 990 funding waiver.

In addition to joining efforts by the

airline and its creditors to find a

potential purchaser for the airline,

PBGC aggressively sought maxi-

mum value from sales of Pan Am's

international routes and other

assets. When Pan Am sought

bankruptcy court approval of its sale

of the Shuttle and certain routes

and other assets to Delta Airlines,

PBGC's forceful negotiations

resulted in more favorable terms for

the debtor-in-possession financing

that Pan Am received.

Pan Am's continued failure to meet

its funding obligations and expected

transactions in the bankruptcy that

threatened to significantly increase

PBGC losses forced PBGC to seek

termination of two of Pan Am's

three plans in July. Pan Am chal-

lenged PBGC's action, and the

intervention of several unions repre-

senting Pan Am employees post-

poned the necessary court ruling on

the termination. However, after

yearend, the court set a termination

date ofJuly 31, 1 99 1 , and the com-

pany requested distress termination

of the third plan, which PBGC was

considering. PBGC filed claims in

the bankruptcy court

totalling approximately $1 .28 bil-

lion for the underfunding in all

three Pan Am plans and for Pan

Am's missed contributions.

Through active negotiations, PBGC

officials reached settlement after

yearend with Pan Am and the

Creditors' Committee. At yearend,

Pan Am and its Creditors' Commit-

tee moved ahead by proposing a

plan of reorganization. However,

because of subsequent events, the

proposed plan of reorganization

could not be achieved and Pan Am
officially shut down its operations in

early December. Nevertheless,

PBGC's actions regarding termina-

tion and settlement have protected

the pensions of Pan Am's workers

and retirees.

New Valley Corporation

(formerly Western Union

Corporation): New Valley sponsors

a pension plan underfunded by

about $420 million. The company

has been meeting its funding obli-

gations to the plan while attempt-

ing to restructure its debt. PBGC

and New Valley are engaged in

discussions regarding a resolution

of New Valley's pension obligations

as part of such a restructuring. No

final decision to terminate the plan

has been made by PBGC. If

necessary, PBGC is prepared to act

promptly to protect plan

participants and the insurance

program. After yearend, several

creditors of the company filed an

involuntary bankruptcy petition

against New Valley, which the

company indicated it would contest.

Trans World Airlines (TWA):

TWA has announced its intention to

restructure and file a prepackaged

bankruptcy in early 1992. PBGC is

concerned that the proposed

restructuring will break up TWAs

controlled group, substantially

reduce the resources available for

funding TWAs defined benefit

plans, and thereby increase PBGC's

risk of long-term loss. PBGC

estimates that the aggregate

underfunding of TWAs defined

benefit plans is approximately

$933 million on a termination

basis. PBGC, therefore, is

negotiating with TWA for suitable

protection of the pension plans

including arrangements for the

controlled group to continue to

back the pension debt.

Lone Star Steel Company, Inc.

(formerly East Texas Steel):

Lone Star Steel and several

subsidiaries successfully emerged

from bankruptcy during 1991.

Lone Star sponsors pension plans

with underfunding that could

exceed $85 million on a

termination basis. Lone Star is part

of a controlled group that includes

its parent, Lone Star Technologies,

Inc., and a thrift institution, neither

of which were in bankruptcy.

Because of PBGC's persistent

negotiation demands, Lone Star has

continued all of its pension plans

while satisfying all funding
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obligations to the plans, and Lone

Star Technologies retained

So. 5 percent of Lone Star's stock,

preserving the controlled group

and its liability for Lone Star's

plans.

Collins v. PBGC; Page v.

PBGC: In February, a district court

ruled in PBGC's favor and against a

nationwide class certified in these

consolidated cases. Participants in

plans that terminated without

having been amended to adopt

ERISA's minimum vesting standards

had asked the court to require

PBGC to pay guaranteed benefits as

if the plans had been amended.

Amendments to ERISA enacted in

September 1980 did authorize

PBGC to guarantee payment of

benefits vested only under ERISAs

minimum standards, but onlv for

plans terminating after the

amendments were enacted. The

plans covered by these suits

terminated before that date. The

plaintiff class is appealing the

Evasion ofLiability: PBGC
remains vigilant against employer

attempts to distance themselves

from unfunded pension liabilities

through questionable transactions,

such as selling subsidiaries or

divisions to weak purchasers that

assume responsibility for the

unfunded pensions.

In one such instance, Wilson Foods

Corporation had sold two plants to

related companies in leveraged buy-

outs in 1984 but remained their

major customer. Those companies

assumed a significant amount of

Wilson's unfunded pension liabili-

ties, creating their own plans that,

by 1 99 1 , were underfunded by more

than $80 million. The companies

ceased operations and filed for

bankruptcy soon after Wilson

ended the supply contracts and filed

for bankruptcy in March 1990.

PBGC filed claims against Wilson

for the underfunding in the two

companies' plans on the ground

that Wilson had designed the 1984

sales to evade liability for the

underfunding assumed by the two

companies. The plans subsequently

terminated and PBGC became their

statutory trustee. Although PBGC's

claims were dismissed by the

bankruptcy court on procedural

grounds, Wilson granted PBGC an

unsecured claim for $1 1 million in

the face of PBGC's appeal of the

bankruptcy court's ruling.

PBGC also filed suit against White

Consolidated Industries, Inc., to

establish White's liability for the esti-

mated $ 1 00 million underfunding

of pension plans of Blaw Knox

Corporation if and when those

plans should terminate. PBGC has

alleged that White attempted to

evade pension liabilities in its 1985

sale of certain businesses to Blaw

Knox and support of the Blaw Knox

plans thereafter. White contributed

$20 million to the plans over five

years, presumably to ensure their

continuation for a "safe" period

before termination. The largest of

the Blaw Knox plans may soon run

out ofmoney.

Multiemployer Litigation

During 1 99 1 , the courts continued

to agree with PBGC's position that

ERISA requires employers to chal-

lenge assessments of withdrawal

liability in arbitration rather than

going to court first. The "arbitrate

first" rule provides a more efficient

and less expensive procedure than

litigation for resolving withdrawal

liability disputes.

One open issue is whether ERISAs

arbitration deadline can be

extended if an employer contests

the assessment in another forum. In

Trustees ofthe Chicago Truck Drivers v.

Central Transport, Inc., the Seventh

Circuit allowed the deadline to be

extended during bankruptcy, but

the Fourth Circuit disagreed in

McDonald v. Centra. Adopting

PBGC's position, the Fourth Circuit

held that, because the employer

missed the deadline, it had no

defense to the plan's collection

action. The court reasoned that

extending the deadline would

undercut the purpose of the statute

— assuring the soundness of multi-

employer plans. The employer has

asked the Fourth Circuit to recon-

sider its ruling. Because of the

importance of this issue, PBGC has

asked the Seventh Circuit to recon-

sider the position it took in Chicago

Truck Drivers in another case, Central

States, Southeast and Southwest Areas

Pension Fund v. Slotky.
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Slotky also involves whether real

estate leasing is a "trade or busi-

ness" for purposes of ERISA's "con-

trolled group" provisions. Those

provisions hold affiliated businesses

jointly liable for pension funding

obligations. In another controlled

group case, Central States, Southeast

and Southwest Areas Pension Fund v.

Chatham Properties, the Sixth Circuit

agreed with PBGC and held that

ERISA requires controlled group

members to make interim with-

drawal liability payments pending

arbitration. Controlled group liabil-

ity is as important for assuring the

soundness of multiemployer plans

as it is for single-employer plans.

Demisay v. Local 144 Nursing Home

Pension Fund, a Second Circuit

decision, may seriously impact the

soundness of multiemployer plans.

Rejecting PBGC's position, the

court held that employers are enti-

tled to the transfer of a portion of a

multiemployer plan's assets to a new

plan without a corresponding

assumption of liabilities for vested

benefits. The Fund has asked the

Supreme Court to review this

ruling.

In response to a decision by the

Fourth Circuit, PBGC reconsidered

an existing interpretation and rein-

stated its original interpretation: a

multiemployer plan may assess with-

drawal liability even where the plan

is fully funded for vested benefits.

In Wise v. Rujfin, the court held that

the plain meaning of ERISA is that

liability may be assessed in such

cases.
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Participants

PBGC faced heightened demands

for participant services as the

number of participants receiving

benefits from PBGC sharply

increased. Corporate staff worked

to meet the demands of processing

and paying benefits while continu-

ing efforts to bnild a service-

oriented, well-managed annuity

operation. PBGC's restructured

investment strategy proved success-

ful as record investment gains fully

offset actuarial charges.

Benefit Payments

About 372,000 participants now or

will rely on PBGC for pension bene-

fits. These include 142,000 retirees

presently receiving pensions— a

26 percent increase over 1990—
and about 183,000 participants

not yet retired who are entitled to

receive benefits in the future. Bene-

fit payments during 1991 totalled

about $516 million, about $145 mil-

lion more than in 1990. These

numbers include the participants

and benefits paid under two

Pan American World Airways pen-

sion plans. An additional 47,000

participants are in plans that proba-

bly will terminate.

Processing Benefits

PBGC immediately assumes respon-

sibility for benefit payments when

an underfunded plan terminates

and PBGC becomes trustee. Top pri-

ority is given to continuing retirees'

pensions without interruption and

commencing new benefit payments

without delay. Until PBGC com-

pletes its final determinations of the

specific amount the insurance pro-

gram may pay each participant,

these benefits are paid in estimated

amounts.

The actual benefit determinations

require detailed review and calcula-

tion. Data for each individual

participant must be located and

audited, a difficult task frequently

complicated by the lack of essential

information in plan and employer

records. PBGC also must value plan

assets and recoveries from sponsors

and then calculate benefits payable

to each individual according to the

specific terms of that person's plan,

statutory requirements, and avail-

able plan assets. This is a highly

complex process since each of the

more than 1 ,650 plans for which

PBGC is responsible must be admin-

istered separately.

To expedite benefit determinations

in the face of an expanding partici-

pant population, PBGC has con-

tracted for specialized actuarial and

benefit administration expertise to

augment its staff. For example,

PBGC contracted with actuarial

firms to evaluate the benefits of par-

ticipants in the seven Eastern plans.

PBGC also retained Eastern's pen-

sion staff to assure the continuity

and accessibility of essential

services.

PBGC again improved the produc-

tivity of participant services. The

number of individual benefit

determinations issued increased to

26,723 in 1991 from 22,512 in

1990 and 16,244 in 1989. The

Corporation also neared full imple-

mentation of automated procedures

to improve the quality and timeli-

ness of its payments and communi-

cations to participants. When fully

operational, PBGC's new automated

data transfer and correspondence

systems will accelerate communica-

tions and payments to participants
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and improve the overall accuracy of Appeals of Corporate

benefit determinations and commu- Decisions

nications. PBGC also established a PBGC's Appeals Board resolves

new Problem Resolution Officer to appeals of initial corporate

expedite handling of participant determinations concerning plan

complaints and resolve procedural coverage, participants' rights to

and systemic problems that weaken guaranteed benefits, and

participant services. employers' liability to PBGC for

unfunded benefits. Appeals Board

PBGC's participant services rely on rulings are final PBGC decisions

a database of information to process and are subject to review by a

benefits and pay each participant U.S. District Court. Most appeals

owed benefits by the insurance pro- received by the Board are filed by

gram. That information is essential participants disputing PBGC

to the accuracy of the Corporation's determinations of guaranteed

benefit determinations and timeli- benefits due under terminated

ness of benefit payments and com- single-employer plans and of

munications to participants. PBGC benefits separately due under the

initiated a major ongoing effort to Rettig Settlement.

improve the quality of participant

data, affecting the records of more During 1991, the Board received

than 24,000 participants during 579 appeals, about 15 percent more

1 199 1 - than the 505 appeals filed the previ-

ous year. The increased appeals

Rettig Settlement caseload generally reflects PBGC's
i 1
1 PBGC has completed much of the success in increasing its annual out-

work needed to fulfill the 1987

agreement settling the Rettig-Piech

class lawsuit. Under that agreement,

PBGC committed to pay certain

eligible participants 65 percent of

previously denied benefits.

PBGC has approved benefit deter-

minations in nearly all of the 360

affected trusteed plans. After

reviewing approximately 32,000

nontrusteed plans covered by the

agreement, PBGC has found that

approximately 200 pension plans

are affected. PBGC expects to

process about half of those plans in

1992 and the rest in 1993.

put of individual benefit determina-

tions. Appeals amounted to about

one percent of the benefit determi-

nations issued during the year. The

rate of appeals has been declining

in the past few years as PBGC has

improved the quality of benefit

determinations.

The Board closed 562 cases during

the year, a 28 percent increase from

the 440 closures in 1990. Many of

the cases were dismissed without

Appeals Board review because

PBGC staff were able to resolve the

issue informally or the appellant

simply needed a better explanation

of PBGC's determination. Of the

cases that were reviewed, the Board

changed about one-third of the

benefit determinations. The
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PBGC Asset Mix

changes resulted primarily from

new facts presented by the appel-

lant, errors corrected by the Board,

or a different interpretation of plan

provisions.

PBGC Investments

PBGC funds its benefit payments

and administrative operations

through premium revenues, invest-

ment income, assets acquired from

terminated plans, and liability

payments by employers. The

Corporation's investable assets of

approximately $4.8 billion are sepa-

rated into revolving and trust funds,

the former for premium revenues

and the latter for assets received

from terminated plans and their

sponsors.

As required by law, the revolving

funds are invested only in Treasury

securities. The trust funds are

invested principally in high-quality

bonds and stocks, with a small por-

tion in real estate. PBGC uses major

investment management firms to

invest these assets.

Investment Policy: In 1 990,

PBGC's Board of Directors

approved a strategic change in the

investment policy. The objectives of

this policy are to:

minimize future premium levels

and reduce the deficit by

achieving a competitive rate of

return consistent with prudent

risk levels;

constrain the impact on the

deficit (surplus) arising from a

mismatch of assets against

existing and contingent liabilities;

and

ensure that funds are available to

meet pension payment

obligations.

The revised policy, fully imple-

mented in 1991 , is designed to off-

set the interest-rate sensitivity of the

liabilities by emphasizing high-

quality, long-term fixed-income

securities with investment character-

istics similar to the insurance pro-

gram's liabilities. This "dollar

duration matching" policy reduces

the risk of an increased PBGC
deficit resulting solely from interest

rate fluctuations.

During 1 99 1 , PBGC completed the

asset restructuring changes begun

at the end of the previous year by

appointing new fixed-income and

equity investment managers. The

two fixed-income managers (Pacific

Investment Management Company

andj. P. Morgan Investment

Management, Inc.) are experienced

in long-duration management

strategies and the equity managers

should provide incremental long-

term returns and diversification.

Investment Profile: As of

September 30, 1991 , the value of

PBGC's total investments, including

cash, was approximately

$4.8 billion, an increase of

84 percent from 1 990. The

revolving funds contained slightly

less than $2.5 billion and the trust

funds slightly more than

$2.3 billion.

Fixed-income securities increased

from 58 percent of investable assets

at the beginning of the year to

70 percent at yearend. The remain-

ing 30 percent was comprised of

equities, cash, and real estate. The

duration of PBGC's fixed-income
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Investment Profile

30%
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Total Fixed Equity

Income

PBGC Investments PBGC Liabilities

PBGC BS/L
PBGC S&P

FY 1991 Investment Performance

September 30 ,

!989 199° !99!

Fixed-Income Assets

Average Quality AAA AAA AAA

Average Maturity (years) 10.3 19-4 23.0

Duration (years) 54 8.3 16.8

Yield to Maturity (%) 8.6 8.9 8.3

Equity Assets

Average Price/Earnings Ratio n-9 *3-9 18.7

Dividend Yield (%) 2.7 3-7 3 1

Beta 1.15 1.13 1.04

Investment Performance

(Annual Rates of Return)

Five Years Ended
September 3°> !?9!

1989 !99° 199 1 (An nualized
1

Total Invested Funds 19.6% -3-9% 24.4% 114

Equities 30.0 -J5-5 32.2 12.2

Fixed-Income 1 1.0 5-7 23.6 IO.4

Trust Funds 25-9 -12.4 29.8 12.0

Revolving Funds 9.6 5-5 21.1 9.5

Indices

S&P 500 Stock Index 32-9 -9-3 3*-3 14.7

Shearson Lehman
Intermediate Treasury

Index 9.6 8.5 !3-5 8.7

Liability Index 10.9 4-3 19-5 9-5

investments also increased from

8.3 years to 16.8 years. As a result,

using dollar duration methodology,

the percentage of liabilities matched

by assets increased from 23 percent

at the beginning of the year to

g 1 percent at yearend.

The results of 1991 displayed the

success of the new investment policy.

Investment Results: The results of

1 99 1 displayed the success of the

new investment policy. Although the

new investment policy was phased in

during the year, the total investment

income of $945 million fully offset

total actuarial charges on the liabili-

ties. Fixed-income gained 23.6 per-

cent and equities increased 32.2

percent. Total investments returned

24.4 percent compared to the 19.5

percent growth in the actuarial lia-

bilities for plans trusteed by PBGC

as measured by the liability index.

These returns were among the best

in PBGC's 1 7-year history. The table

above illustrates PBGC's investment

results.
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PBGC separately insures multiem-

ployer defined benefit pension

plans, which are collectively bar-

gained plans involving more than

one unrelated employer. The multi-

employer insurance program has a

lesser scope than the program cov-

ering single-employer plans, cover-

ing about 8.5 million participants in

about 2,100 plans. In contrast to

the single-employer program,

PBGCs multiemployer program is

in sound financial condition.

Significant reforms enacted in 1980

under the Multiemployer Pension

Plan Amendments Act (MPPAA)

changed the multiemployer pro-

gram's structure. As a result, the

event triggering PBGC's guarantee

and payment of benefits under the

program is plan insolvency, not plan

termination as under the single-

employer program. If a multiem-

ployer plan becomes financially

unable to pay benefits currently

due, PBGC will provide financial

assistance in the form of a loan to

enable the plan to pay guaranteed

benefits.

1989 19901987

Assets Liabilities

Multiemployer Program Assets and Liabilities

I
>W

The 1980 reforms also created

several safeguards against abusive

claims that allow the Corporation to

maintain multiemployer premiums

at a constant, reasonably low level.

Multiemployer plans that experi-

ence financial difficulties must

undergo reorganization, which

imposes increased funding require-

ments on the plan. Further, an

employer that withdraws from a

plan must pay a proportional share

of the plan's unfunded vested

benefits.

The multiemployer program, which

is funded and maintained separately

from the single-employer program,

showed continued financial gains in

1 99 1 . By the end of the year, the

multiemployer program had assets

of $254 million and liabilities

totalling $67 million for future

benefits and nonrecoverable finan-

cial assistance. The program's

surplus was $187 million.

Protection for Participants

Before the 1980 reforms, the multi-

employer program provided termi-

nation insurance similar to the

single-employer program. Under its

original authority, PBGC trusteed

1 o terminated multiemployer plans

and assumed responsibility for

benefit payments to their partici-

pants. In 1991 , PBGC paid about

$2 million in benefits to about

2,000 participants of these trusteed

plans.

In the 1 1 years since 1980, the

multiemployer program has had

relatively few claims against it for

financial assistance. PBGC has pro-

vided approximately $13 million in

total financial assistance (excluding

repaid amounts) to only 8 of the
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2,100 insured multiemployer plans.

Of this amount, about $2 million

went to 5 plans during 1 99 1 . PBGC

estimates that a total of about

$42 million will be needed to cover

all nonrecoverable future payments

to the 5 plans currently receiving

financial assistance and to addi-

tional plans expected to require

financial assistance in the near

future.

Five-Year Study

The 1 980 reforms require PBGC to

conduct a study every five years to

determine whether changes are

needed in the multiemployer pro-

gram's premium rate or guarantee.

PBGC's second study, sent to the

Congress in March 1 99 1 , confirmed

the program's financial health.

Funding Gains: Dramatically

improved funding of multiemployer

plans since the 1980 reforms has

reduced the program's exposure to

future losses. An estimated

86 percent of these plans, covering

about 73 percent of all multi-

employer plan participants, were

fully funded as of the beginning of

1991. Less than 2 percent of all

multiemployer plans, covering

about 6 percent of all participants,

were funded for less than

50 percent of vested benefits.

Although multiemployer plan fund-

ing has improved generally over the

last 1 1 years, overall funding levels

recently have declined slightly and
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considerable underfunding remains

in some large plans. About 90 plans

have unfunded liabilities exceeding

$5 million each. Five plans, each

with unfunded liabilities exceeding

$300 million, account for about half

of the total underfunding of

$8-10 billion.

Despite the remaining underfund-

ing, projections based on reason-

able assumptions about investment

The multiemployer program

showed continuedfinancial gains.

returns and long-term interest rates

indicate the program will remain

financially strong without premium

increases. As with any projection,

however, the results are sensitive to

changing general economic circum-

stances and the specific circum-

stances of the industry or region

covered by a plan. A plan that is not

reasonably expected to impose a

claim under current assumptions

may become insolvent because of

large, unanticipated shrinkages in

its contribution base. Such shrink-

ages can occur because of declines

in the portion of the industry cov-

ered by the plan, foreign competi-

tion, geographical shifts in

population, technological changes,

and changes in industry regulatory

laws, such as deregulation in the

trucking industry.
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Initiatives
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1987-1991 Productivity Gains

PBGC; embarked on a series of ini-

tiatives to improve financial systems,

tighten management controls,

assure greater accountability, and

achieve more productive opera-

tions. These steps enhanced PBGC's

ability to handle increasing work-

load, meet financial challenges, and

rectify the problems created by the

many years of neglect of PBGC's

financial systems and internal

controls.

In a strategy to meet growing

responsibility, PBGC undertook

organizational changes and

improved work methods. To

strengthen overall management,

PBGC created as Deputy Executive

Directors a Chief Operating Officer

(William M. DeHarde) and its first

Chief Financial Officer (James L.

Wolbarsht). The Deputy Executive

Director and Chief Negotiator

(Diane E. Burkley) continued

responsibility for large case termina-

tions and negotiations. In support

of the new management structure,

PBGC realigned functions in several

departments to improve personnel

management, procurement, over-

sight of standard terminations, and

management reporting.

The number of participants to

whom PBGC owes benefits has

increased significantly within the

last few years. PBGC has handled

this workload through greater staff

productivity and also augmented

staff resources with contracts for

critical services and special

expertise. In addition, PBGC has

upgraded its central computer facil-

ity, increasing the reliability and

availability of computer services to

the Corporation, and is deploying

local-area networks and personal

computer workstations throughout

PBGC to improve the productivity

of its staff.

GAO Audit

PBGC is committed to aggressively

responding to problems under-

scored by a 1 990 General

Accounting Office (GAO) audit of

PBGC financial systems. PBGC had

requested the audit to identify weak-

nesses as a step toward creating a

sound insurance program with

strong internal controls. The audit

raised concerns about PBGC's valua-

tion of the liability for future benefit

payments, financial management

systems, and premium operations.

PBGC, as suggested by the GAO, has

specific corrective action plans with

milestones and is monitoring the

progress against them.

'•'• : '"

PBGC is committed to

aggressively responding to problems.

PBGC, which had begun systemati-

cally addressing these problem areas

prior to the GAO audit, made

significant headway on GAO's

reported concerns. The

Corporation is well into a major

effort to correct the information

and improve the database necessary

for calculating the liability for

benefits and has engaged one of the
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big six accounting firms to review

the reliability of the benefit calcula-

tions. This work is scheduled to be

completed in 1992. PBGC also

examined its automated general

ledger system to reenforce the accu-

racy of accounting transactions and

has begun the reviews and docu-

mentation necessary to restore

effective accounting controls and

financial management systems.

The problems in premium account-

ing operations generally arose from

the difficulty PBGC had in installing

the variable-rate premium informa-

tion on an antiquated computer

system. With the premium system

now operational, PBGC is sending

out delinquency notices and

collecting past-due premiums. The

Corporation also has begun devel-

oping a new computer system to

restore processing capabilities and

accounting control. Installation of

the new premium accounting

system is scheduled for 1993.

(left to right) William M. DeHarde, Deputy Executive Director and Chief Operating Officer; Diane E. Burkley,

Deputy Executive Director and ChiefNegotiator;James L. Wolbarsht, Deputy Executive Director and Chief

Financial Officer; and Executive DirectorJames B. Lockhart.

The Corporation's Inspector

General, Wayne Robert Poll, pro-

vides independent internal over-

sight of PBGC programs. In January

1 99 1 , the Inspector General made

1 g recommendations to strengthen

premium operations. PBGC began

work on all the recommendations,

reporting nine completed by

yearend. Also, PBGC has worked

with the Inspector General's office

to maintain an effective audit

follow-up system.
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Losses From Plan Terminations

Single-Employer Program

Presentation of Financial Results

This year's Statement ofOperations presents PBGC's activity in a new manner.

PBGC s underwriting activity is reported separately from its financial activity.

Underwriting activity reflects premium income and the expenses incurred to

insure covered pension plans and is equivalent to PBGC's financial guarantee

operation. Financial activity, which reflects PBGC's annuity operation, shows how

PBGC's investment income covers the costs incurred as the present value of

PBGC's liability for future benefits changes due to the passage of time and inter-

est rate fluctuations.

Combined Results

For 1991, PBGC's combined underwriting and financial activities resulted in a

substantial net loss of $542 million on premium income of $764 million. The

single-employer program reported a net loss of $597 million and the multi-

employer program reported net income of $55 million. By law, these two pro-

grams are completely separate.

Single-Employer Program

Results ofActivities and Trends: Net losses in 1 99 1 and 1 990 were very

substantial. The net loss for 1991 was $597 million, a $192 million improvement

from the 1990 net loss of $789 million, which had been a very large

deterioration from 1989s net income of $420 million. The improvement is

totally attributable to the results in financial activities as the new investment

policy helped offset actuarial losses.

Underwriting Activity - Underwriting losses increased by 1 2 percent to

$549 million. Losses of $1.0 billion from completed and probable plan termina-

tions were $1 1 1 million more than in 1990, which in turn was $775 million more

than in 1989. A major portion of the losses in 1991 were a result of write-downs

of expected recoveries in the LTV, Eastern, and Pan Am cases. The increase in

the loss on completed and probable terminations was partially offset by an

$82 million increase in premium income.

Premium income increased from $603 million in 1989 to $659 million in

1 990 and to $74 1 million in 1 99 1 . The growth in 1 990 was attributable to an

increase in the amount paid by companies for the variable-rate portion of the

premium, which reflects pension underfunding. The increased premium reve-

nue in 1991 was attributable primarily to higher fixed and variable premium

rates for plan years commencing in 1991 that had been enacted in the Omnibus

Budget Reconciliation Act of 1990 (OBRA '90). The full effect of the premium

increase will be realized in 1992. In addition, pension underfunding varied

because different interest rates (6.6% vs. 6.3% vs. 7.2% in January 1991 , 1990,

and 1 989, respectively) were used to value liabilities and because the rate of

return on pension assets was lower in 1990 than in 1989.

Losses from completed and probable plan terminations increased to

$1 .049 billion in 1991 compared to $938 million in 1990 and $163 million in

1989. PBGC's 1989 Annual Report stated that the losses reported were materially

below the historical trend line. In contrast, this year's and last year's reported

losses exceed the historical trends. Losses ma}' be significantly affected by the pres-

ence or absence of completed or probable large plan terminations and the need

to reassess the amount of the estimated recovery from sponsors of plans previously

recognized. For instance, losses in 1991 reflect the reassessment of recoveries

originally reported in 1 990 or earlier for plans associated with three sponsors.
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Other expenses increased this year to $2 1 2 million from $162 million in

1 990 primarily as a result of the negotiations with LTV and its creditors as to the

expected recoveries for amounts advanced to the three LTV plans for benefit pay-

ments before the plans were restored. There were no other expenses in 1989.

Administrative expenses increased by 1 2 percent to $64 million from

$57 million in 1990. In 1991 , PBGC required increased legal and financial serv-

ices in conjunction with the negotiating and processing of several large cases,

including those of LTV, Pan Am, and Eastern. In addition, PBGC expended a

concerted effort for actuarial services to finalize benefit statements for benefici-

aries of trusteed plans. Despite the 95 percent increase in investment assets,

investment expenses were up only 1 7 percent due to the new investment policy

emphasis on fixed-income management.

Financial Activity - Although phased in during the year, the program to

match the value of PBGC's investments against changes in the present value of

future benefits was successful. In 1 990, the financial component of the actuarial

charge exceeded investment income, causing a $291 million loss. In 1989, invest-

ment income exceeded the financial component of the actuarial charge, result-

ing in income of $36 million. This year, because the asset/liability matching

program had been more fully implemented, record investment income of

$899 million almost offset actuarial charges of $940 million. Given that investable

assets are only 56 percent of liabilities, that $41 million shortfall was reasonable.

Financial activities resulted in investment income of $899 million in 1991 in

contrast to a loss of $104 million in 1990 and income of $387 million in 1989.

The return on investments was 24.4 percent in 1991 compared to -3.9 percent in

1990 and 19.6 percent in 1989. In 1991, PBGC changed its investment policy to

lessen its exposure to equities. The new policy is designed to match investment

income earned on assets with actuarial charges related to PBGC's liabilities for

future benefits.

Actuarial charges are primarily the result of an aging of the present value of

future benefits and of changes in interest rates. For 1 99 1 , the charge increased

primarily because PBGC's immediate interest rate assumption dropped from

7.75% at September 30, 1990, to 6.75% at September 30, 1991. As a result, the

1 99

1

actuarial charge related to changes in interest rates was $5 1 3 million while

in 1990 PBGC had an actuarial credit of $80 million.

Liquidity and Capital Resources: The single-employer fund's deficit now stands

at $2.5 billion, an increase of 32 percent from the beginning of the year when it

totaled $1.9 billion. As explained above, the increase is due to plan termination

losses resulting primarily from reassessments of likely recoveries from sponsors

of major terminated insufficient plans.

Although cash-flow could turn negative as early as three years in the pes-

simistic forecast, the fund has ample assets to pay its liabilities (benefit payments)

for a considerable period of time. Most new terminations bring in significant

assets and the vast majority of PBGC's liabilities for benefits due participants and

their beneficiaries are paid over the many years of their retired lives. Approxi-

mately $4.8 billion (84 percent) of the fund's total assets of $5.7 billion are in

marketable, liquid assets.

PBGC's primary sources of cash-flow are premium receipts and investment

activities. Currently, premium receipts are about $790 million per year. Benefit

payments and administrative expenses are expected to exceed $820 million in

1992. Cash-flow will remain positive as interest and dividend receipts approxi-

mate $305 million per annum.
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The Corporation is subject to litigation that could have considerable impact

on its financial condition, discussed further in Note 7 of the financial statements.

.Also, large plans exist that have substantial unfunded benefit liabilities, amount-

ing to approximately $13 billion, with sponsors experiencing financial difficul-

ties. This $13 billion exposure is concentrated in cyclical industries, especially

steel, automobiles, tires, and airlines. Losses from these plans are not sufficiently

probable at this time to be recognized in the financial statements. However, the

future of PBGC depends to a large extent on the economic well-being of these

companies and on other contingencies referred to in Note 7. The 10-year fore-

casts of future financial conditions illustrate the range of uncertainty

The Corporation has available a $100 million line of credit from the

U.S. Treasury for liquidity purposes. PBGC did not use this borrowing authority

in 1990 or 1991 nor is there any intention to utilize this authority in 1992.

PBGC's ability to eliminate its deficit over the long term will depend pri-

marily on its ability to avoid large losses from the termination of major compa-

nies' underfunded plans. The Corporation intends to seek legislative changes

in 1992 to support these loss prevention activities. Without these changes, PBGC
may need another premium increase.

Multiemployer Program
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Results ofActivities and Trends: This was the eighth consecutive year of

reported net income in the multiemployer program. The fund's net income

increased to $55 million in 1991 from $g million in 1990 due in part to the

reduced level of losses from financial assistance- in 1991. Net income in 1989

amounted to $31 million. Premium income for the year increased from

$20 million in 1989 to $21 million in 1990 and to $23 million in 1991.

Investment income was $16 million in 1989, fell to $14 million in 1990, and

increased to $46 million in 1991. The increase in 1991 was caused primarily by

falling interest rates. Approximately 92 percent of the fund's assets are invested in

U.S. Treasury securities.

Losses from financial assistance were $1 1 million in 1991 compared to

$23 million in 1990 and $1 million in 1989. The large loss in 1990 was due to

the addition of one plan expected to receive financial assistance in the near

future. Two plans were added in 1 99 1 to the list of plans expected to require

financial assistance.

With the $55 million in net income this year, the fund's accumulated results

of operations increased to $187 million.

Liquidity and Capital Resources: As the multiemployer fund has a surplus and

most assets are highly liquid U.S. Treasury securities, no problem exists in

meeting obligations now or in the foreseeable future. Premium and investment

receipts approximate $27 million per year and cash outflows are currently about

$6 million per year.

In 1990, PBGC completed a congressionally mandated study of multiem-

ployer plans. The Corporation conducted a limited update of that study in 1991

.

The update confirmed last year's finding that, under reasonable assumptions, the

program should continue to be in sound financial health, at least through 1995.
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Management Opinion

PBGC's management has prepared the accompanying Statements of Financial

Condition of the Corporation as of September 30, 1991 and 1990, and the

related Statements of Operations and Changes in Equity and Statements of Cash

Flows. As discussed in PBGC's 1 990 Annual Report, the General Accounting

Office (GAO) could not express an opinion on PBGC's financial condition

because the liability for the present value of future benefits (PVFB), a material

portion of the statements, was unauditable. The Corporation has made signifi-

cant progress in correcting this weakness through substantial improvements to

the database used for calculating the liability for benefits and by improving

methodologies for estimating future liabilities.

The GAO expressed specific concerns in two other areas: premium collec-

tions and financial operations. Steps are being taken in these areas to address the

issues and develop better controls.

PBGC's premium accounting system is now operational. The Corporation

has reinstituted procedures to identify plans that have not paid premiums.

Additional improvements are being implemented.

PBGC has formed corporate-wide task forces to identify material weaknesses

in the internal accounting and administrative control systems. The Corporation

completed an inventory and general risk analysis of its Financial Management

Systems in accordance with the Office of Management and Budget (OMB)

Circular A- 1 27 (Financial Management Systems) . PBGC has created an inven-

tory of assessable units and conducted vulnerability assessments of administrative

control systems in accordance with OMB Circular A- 1 23 (Internal Control

Systems) . Based on these risk assessments, the Corporation has prepared sched-

ules to conduct further detailed management reviews of both the accounting and

administrative control areas.

It is anticipated that the GAO will perform a complete audit of the Fiscal

Year 1992 Financial Statements. PBGC was implementing improvements at the

end of Fiscal Year 1991 , which were not sufficiently complete to enable the GAO

to conduct a full audit of the Fiscal Year 1991 Financial Statements. Accordingly,

the GAO has not expressed an opinion regarding PBGC's 1991 Financial

Statements and, therefore, is issuing a disclaimer.
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In the opinion of management, the financial statements present fairly the

financial position ofPBGC at September 30, 1991 , and September 30, 1990,

and the results of operations and cash flows for the periods then ended, in con-

formity with generally accepted accounting principles and actuarial standards

applied on a consistent basis.

Estimates of probable terminations, nonrecoverable future financial assis-

tance, amounts clue from employers, and the present value of future benefits may
have a material effect on the financial results being reported. In addition, pend-

ing litigation could have a material impact on the financial condition of the

Corporation. PBGC, however, believes that its legal positions will be upheld

by the courts and, therefore, no loss is being reported for these situations

(see Note 7).

As a result of the aforementioned, these statements are based, in part, upon

informedjudgments and estimates for those transactions not yet complete or for

which the ultimate effects cannot be precisely measured or that are subject to the

effects of any pending litigation.

James B. Lockhart III

Executive Director

JZE-

.;.•.,

]^t^^^dj^-
James L. Wolbarsht

Deputy Executive Director

and ChiefFinancial Officer

November 25, 1991

'OB.
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Pension Benefit Guaranty Corporation

Statements ofFinancial Condition (Unaudited)

(Dollars in millions)

Assets

Investments, at market—Note 3:

Fixed maturity securities

Equity securities

Real estate

Other

Single-Employer

Fund

September 30,

199 1 x 99

4,35° 2,228

Multiemployer

Fund

September 30,

199 1 !99°

226 167

Total

September 30,

1991 1990

$3**39 $i,357 $221 $160 $3,360 $1,517

1,092 758 3 3 1,095 761

9 1 79 9 1 79

28 34 2 4 3° 38

4>576 2,395

Cash and equivalents 231 214 21 16 252 230

Receivables, net—Note 4:

Due from sponsors of terminated plans 271 343 271 343

Due from sponsors of restored plans 11 192 11 192

Premiums 17 14 1 17 15

6
Notes—financial assistance 7 6 7

Other 234

533

92

641

234

54o

92

7 7 648

Assets of plans pending
28

trusteeship, at market, net—-Note 3 55° 28 55°

Total assets $5,664 $3 ,1 1

1

$254 $190 $5>9 l8 $3 ,3°i

The accompanying notes are an integral part of thesefinancial statements.

36



Statements ofFinancial Condition (Unaudited)

(Dollars in millions)

Single-Employer

Fund

September 30,

199 1 199°

Multiemployer

Fund

September 30,

1991 1990

Total

September 30.

»99» '99°

Liabilities

Present value of future benefits—Note 5:

Trusteed plans

Plans pending trusteeship

Net claims for probable terminations

$ 5>632 $3,618 $16 $15 $ 5^48 $ 3>633

!>437 61 ^437 61

776 1,111 776 1,111

7,845 4-79° 16 *5 7,861 4,805

Present value of nonrecoverable future

financial assistance—Note 6

Unearned premiums

Accounts payable

42 33 42 33

97 150 7 8 204 158

32 84 2 2 134 86

Commitments and contingencies-

Notes 5,7, and 8

Equity

Accumulated results of operations (deficit)

Total liabilities and equity

8,174

(2,510)

$ 5,664

5,024

(C913)

3,1 1

1

67

187

$254

58

132

ago

8,241

(2,323)

$5,918

5,082

(1,781)

3.301

The accompanying notes are an integral part of these financial statements.
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Pension Benefit Guaranty Corporation

Statements of Operations and Changes in Equity (Unaudited)

(Dollars in millions)

Underwriting Activity:

Income:

Premium income—Note 9

Single-Employer

Fund

September 30,

1991 1990

$ 741 $ 659

Multiemployer

Fund

September 30,

i99» '99°

$ 23 21

Total

September 30,

1991 199°

$ 764 $ 680

Expenses:

Losses (gains) from completed and

probable terminations—Note 10

Losses (gains) from financial

assistance—Note 6

Administrative expenses

Other expenses

Actuarial adjustments—Note 5

Total

Underwriting income (loss)

Financial Activity:

Income:

Fixed—Note 1

1

Equity—Note 1

1

Other income

Total

i,<>49 938 1,049

11 23 11 23

64 57 2 64 59

212 162 212 162

(35) (6) 1 (34) (6)

1,290 1,151 12 25 1,302 1,176

(549) (492) 11 (4) (538) (496:

55° 101 44 l4 594 115

3°4 (210) 1 (1) 305 (211

45 5

(104)

1 1 46

945

6

899 46 J 4 (9°

Expenses:

Investment expenses

Actuarial charge (credit)—Note 5:

Due to passage of time

Due to change in interest rates

Total

Financial income (loss)

Net income (loss)

Accumulated results of operations

beginning of period (deficit)

Accumulated results of operations

end of period (deficit)

The accompanying notes are an integral part of thesefinancial statements.

427

513

267
'

(80)

193

(297)

1

1

1 428

514

949

(4)

268

(80]

947 2 1 194

(48) 44

55

13

9

(284'

(597) (789) (542) (780

(1,913) (1,124) 132 123 (1,781) (1,001

$(2,510) $(i,9i3) $187 $132 $(2,323) $(1,781
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Pension Benefit Guaranty Corporation

Statements of Cash Flows (Unaudited)

(Dollars in millions)

Sing] e-Employer

Fund

September 30,

i99» l99°

$ 786

3°5

$ 660

164

3

1,091 827

Multiemployer

Fund Tolal

September 3°. Septembei 3°.

»99» •99° »99» 1 ()()()

$ 23 $ 23 $ 809 S 683

4 J 9 3°9 183

1,118

3

27 42 869

Operating Activities:

Receipts:

Premiums

Interest and dividends

Other

Total

Disbursements:

Benefit payments

Benefit payments from

terminated nontrusteed plans

Administrative expenses

Investment expenses

Interest purchased

Financial assistance

Advances to LTV—net

Net cash and equivalents provided

bv investing activities

Net increase (decrease) in

cash and equivalents

Cash and equivalents, beginning of year

Cash and equivalents, end of year

5 J4 369

(4i4) (173) (16) (36)

$ 231 214 $ 21 $ 16

516

(43o)

$ 252

37i

(34) (9) (34) (9)

63 70 2 63 72

5 6 5 6

81 26 1 3 82 29

3 1 3 1

3 1 140 3 1 140

Total 660 602 6 8 666 6 1

Net cash and equivalents provided

bv operating activities—Note 1 2 43 " 225 21 34 452 259

Investing Activities:

Receipts:

Cash and equivalents from

trusteed plans 248 5 248 5

Due from employers 30 16 3° 16

Sale of fixed-income securities 5>446 1,206 67 123 5*5*3 !>329

Sale of equities !>257 663 16 78 !>273 74

!

Sale of futures 29 29

Total 7,010 1,890 83 201 7>°93 2,091

Disbursements:

Purchase of fixed-income securities 6,208 1 -595 83 182 6,291 1.777

Purchase of equities 1,211 468 16 55 1,227 523
Purchase of futures 5 5

Total 7*424 2,063 99 237 7*523 2,300

(209)

17 52 5 (2) 22 5°

214 162 16 18 230 180

230

I hi' accompanying notes are an integral pari 0/ thesefinancial statements.
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Notes to Financial

Statements

September 30, iggi

and 1990

40

Note 1—Organization and Purpose

The Pension Benefit Guaranty Corporation (PBGC) provides pension coverage

within statutory limits, to participants in covered single-employer and multi-

employer defined benefit pension plans that meet the criteria specified in

Section 402 1 of the Employee Retirement Income Security Act of 1974 (ERISA)

.

PBGC is a federal corporation subject to the provisions of the Government

Corporation Control Act. PBGC was created by Title IV of ERISA. Its activities

are defined in ERISA as amended by the Multiemployer Pension Plan

Amendments Act of 1980 (MPPAA) , the Single-Employer Pension Plan

Amendments Act of 1986 (SEPPAA) , and Title IX of the Omnibus Budget

Reconciliation Act of 1 987.

ERISA requires that the PBGC programs be self-financing. The Corporation

finances its operations through premiums collected from covered plans, assets

assumed from terminated plans, the collection of employer liability payments

due under ERISA as amended, and investment income. In addition, PBGC may

borrow up to $100 million from the U.S. Treasury to finance its operations. The

Corporation did not use this borrowing authority during the years ended

September 30, 1991 , or September 30, 1990, nor is use of this authority

currently planned.

ERISA provides that the U.S. Government is not liable for any obligation or

liability incurred by PBGC.

Under the single-employer insurance program, PBGC is liable for the pay-

ment of guaranteed benefits in a plan only with respect to terminated plans. An

underfunded plan may terminate only if PBGC finds that one of the four condi-

tions for a distress termination is met or if PBGC involuntarily terminates a plan

under one of four specified statutory tests. The net liability assumed by PBGC is

generally equal to the present value of the future benefits less ( 1 ) the amounts

that are provided by the plan's assets and (2) the amounts that are recoverable by

PBGC from the plan sponsor (s), and members of the plan sponsor(s) controlled

group, as defined by ERISA.

Under the multiemployer insurance program, if a plan becomes insolvent, it

receives financial assistance from PBGC to allow the plan to pay participants

their guaranteed benefits. Such assistance is recognized as a loss to the extent the

plan is expected to be unable to repay it from future plan contributions.

Note 2—Significant Accounting Policies

A Statement of Cash Flows has been added as required by the Financial

Accounting Standard Board's (FASB) Financial Accounting Standard #95

("Statement of Cash Flows") and by the Chief Financial Officers Act of 1990. The

Statements of Operations and Changes in Equity have been restructured to

separately reflect PBGC's underwriting activity from its financial activity.

LTnderwriting activity reflects premium income and the expenses incurred to

insure covered pension plans. Financial activity shows how PBGC's investment

income covers the costs incurred as the present value of PBGC's liability for

future benefits changes due to the passage of time and interest rate fluctuations.

In addition, certain items on the 1990 financial statements have been reclassi-

fied to conform with present year classifications.

Valuation Method: PBGC reports its assets and liabilities on a market basis

because PBGC believes this provides the most realistic measure of its financial

condition and is the most appropriate basis on which to evaluate its performance.
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Revolving and Trust Funds: PBGC accounts for each insurance program's revolv-

ing and trust funds on an accrual basis. The revolving and trust funds each pay a

pro rata portion of the benefits paid each year. The revolving and trust funds

have been combined for presentation purposes in the financial statements. The
single-employer and multiemployer programs are separate entities by law and,

therefore, are reported separately.

The Pension Protection Act created a new single-employer program revolv-

ing fund (the seventh fund) that is credited with all premiums in excess of $8.50,

including all penalties, interest charged on these amounts, and investment

income. This fund may not be used to pay PBGC's administrative costs or the

benefits of any plan terminated prior to October 1 , 1988, unless no other

amounts are available.

The trust fund reflects accounting activity associated with ( 1 ) trusteed

plans—plans for which PBGC has legal responsibility, (2) plans pending trustee-

ship—plans for which PBGC has not become legal trustee by fiscal yearend, and

(3) probable terminations—plans that PBGC expects will terminate and incur a

loss for PBGC.

PBGC cannot exercise control over the assets of plans until it becomes
trustee, which may be several years after plan termination.

Asset Valuation and Investment Income: Market values are based on the last sale

of a listed security, on the mean of the "bid-and-asked" for nonlisted securities,

and on a valuation model in the case of fixed-income securities that are not

actively traded. Receivables are recorded at estimated value (see Note 3).

Cash and Equivalents: Cash and equivalents include cash on hand, money
market instruments, and other debt issues purchased with an original maturity

date of ninety days or less.

Duefrom Sponsor of Terminated Plans: The amount due from sponsors of termi-

nated plans is the estimated value of recoverable claims for employer liability

(underfunding as of plan termination) and for contributions due from sponsors.

Some agreements between PBGC and plan sponsors provide for contingent

payments based on future profits of the debtors. Any such future amounts real-

ized will be reported in the period in which they accrue or are paid.

Premiums and Unearned Premiums: Amounts due from premium payers,

including penalty and interest, represent the estimated earned portion of the

premium for plans that have a plan year commencing before the end of PBGC's

fiscal year but for which the premium payment was not received by fiscal

yearend. Unearned premiums represent an estimate of payments received

during the fiscal year that cover the portion of a plan's year after the

Corporation's fiscal yearend (see Note 9).

Financial Assistance Notes Due and Present Value ofNonrecoverable Future

Financial Assistance: Under the multiemployer program, financial assistance is

recorded as a receivable, net of an allowance for uncollectibility determined on a

case-by-case basis. The liability for estimated future financial assistance is for

nonrecoverable future payments that PBGC deems to be probable and estimable

for multiemployer plans that have notified the Corporation of their financial

difficulties (see Notes 4 and 6).
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Present Value ofFuture Benefits:

(1) Trusteed Plans—represents the present value of future payments of benefits

for plans that have terminated and have been trusteed by PBGC prior to

fiscal yearend.

(2) Plans Pending Trusteeship—represents the present value of future payments

of benefits for plans that have terminated but have not been trusteed by

PBGC prior to fiscal yearend.

Any changes after the date of plan termination in the amounts for

trusteed plans and terminated plans pending trusteeship are reported as an

actuarial charge (credit) in the Statements of Operations and Changes in

Equity.

(3) Net Claims for Probable Terminations—includes estimates of the losses, net

of plan assets and estimated recoverable employer liability, from plans that

were expected to terminate based on the occurrence of an identifiable event

by yearend and the expectation that the distress tests will be met or PBGC

itself will seek termination of the plan (see Note 5).

Losses (Gains) from Completed and Probable Terminations: Amounts reported

as losses from completed and probable terminations on the Statements of

Operations and Changes in Equity represent the difference between the present

value of future benefits (including amounts owed under Section 4022(c) of

ERISA) assumed, or expected to be assumed, less related plan assets and

estimated employer liability (see Note 10).

Actuarial Charge: Actuarial charges are allocated in the Statements of

Operations as follows: Actuarial charges (credits) related to changes in method,

changes in data, and the effect of experience are classified as underwriting

activity. Actuarial charges (credits) related to changes in interest rates and

passage of time are classified as financial activity.

Depreciation: Depreciation of PBGC's furniture and equipment is calculated on

a straight-line basis over the estimated useful lives of the assets. The useful lives

range from 5 to 10 years. Routine maintenance repairs and leasehold improve-

ments (the amounts ofwhich are not material) are charged to operations as

incurred.

Retirement Plan: All permanent full-time and part-time PBGC employees are

covered by the Civil Service Retirement System (CSRS) or the Federal

Employees Retirement System (FERS). Full-time and part-time employees with

less than five years service under CSRS and hired after December 31, 1983,

are automatically covered by both Social Security and FERS. Employees hired

before January 1, 1984, participate in CSRS unless they elected to transfer to

FERS byJune 30, 1988. Those with more than five years of past service prior

to January 1, 1984, may elect to participate in either CSRS or FERS.

The Corporation's contribution to the CSRS plan equals the 7 percent of

base pay contributed by employees covered by that system. For those employees

covered by FERS, the Corporation's contribution is 13.8 percent of base pay. In

addition, for FERS-covered employees, PBGC automatically contributes 1 per-

cent of base pay to the employee's Thrift Savings account, matches the first 3 per-

cent contributed by the employee, and matches one-half of the next 2 percent

contributed by the employee.

The retirement plan expenses amounted to $3 million in both 1991

and 1990.



Note 3—Investments

Premium receipts are invested in the revolving funds in securities issued by the

U.S. Government.

The trust funds include assets PBGC acquires or expects to acquire from ter-

minated plans, missed contributions, employer liability, and investment income
thereon. After being transferred to a custodian bank, these assets are invested in

equity securities, fixed-income securities, and real estate pooled funds.

The basis and market value of the investments by type are detailed below.

The basis indicated is cost of the asset if acquired after the date of plan termina-

tion or the market value at date of plan termination if the asset was acquired as a

result of a plan's termination.

Investments of Single-Employer Revolving Funds and Single-Employer Trusteed Plans
(Dollars in millions)

Septen ber 3°.

'99» »99°

Market M arket

Basis Value Basis Value

U.S. Government securities $2,557 $2,752 $ ,326 $1 ,326
Equities 862 1,092 7-M 758
Certificates of deposit 2 2

Corporate bonds 333 35° 28 28
Insurance contracts 22 22 2 ?

Real estate funds 80 91 62 79
Mortgages 1 l 1

Obligations of foreign governments 11 12

Accrued investment income 28 28

$5

34

1 77 $2

34

Total $3,896 $4,350 ,228

3ft

Investments of Multiemployer Revolving Fund and Multiemployer Trusteed Plans
(Dollars in millions)

.September •;<>

1991

U.S. Government securities

Equities

Corporate bonds

Accrued investment income

Total ^209 $226

'99°

Market Market

Basis Value Basis Value

$204 $220 $163 $160
2 3 3 3
1 1 f)

2 2 4 4

167

Investments of Single-Employer Terminated Plans Pending Trusteeship

(Dollars in millions)

U.S. Government securities

Equities

Corporate bonds

Insurance contracts

Cash and equivalents

Other

Total

'991

$545

September :(<'•

Market

Basis Value

$ 5 $ 5

366 37 1

25 25

5 5
12 12

132 132

$550

1990

B.isis

S28

Market

Value

» o

9

2

1

1

5
1

$28
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Note 4—Receivables, Net (Other)

Included in due from sponsors of terminated plans is a 30-year zero-coupon

bond with an estimated present value of $6 million that PBGC expects to receive

from LTV for employer liability for an LTV plan that was terminated and for

which PBGC remains the successor trustee. The $1 1 million shown as due from

sponsors of restored plans represents the estimated present value of a 30-year

zero-coupon bond PBGC expects to receive from LTV for settlement of amounts

advanced to three other LTV plans for benefit payments before those three plans

were restored. The loss attributable to the reduced estimate for recovery of

employer liability for the PBGC-trusteed plan has been charged to losses from

completed and probable terminations ($189 million) and the loss attributable to

the amounts advanced for benefit payments has been charged to other expenses

($2 1 2 million) . Further information concerning the status of the case with LTV

can be found in Note 7.

Notes Receivable-Financial Assistance, Net

September 30,

,99 i 1990

Balance at beginning of year

Financial assistance advanced

Interest accrued and not paid

Allowance for uncollectible amounts

Net receivable

$6

2

2

(3)

$7

$14

2

(11)

$ 6

Receivables, Net (Other)

(Dollars i" millions')

September 30,

1991 1990

Due from sale of securities

Due from insurance companies

Miscellaneous

Total

$ 53

178

3

$234

$89

3

$92

Njote ^

—

Present Value of Future Benefits

Trusteed Plans and Plans Pending Trusteeship: The present value of future

benefits is computed using the actuarial assumptions prescribed in PBGC's

Valuation of Plan Benefits regulation (29 CFR 2619). The interest rate used

reflects market conditions on September 30, 1991.

A significant portion of the future benefits is based upon estimated liability

because, in many cases, PBGC has not yet made a final benefit determination.

Changes in these estimates are reflected in the fiscal year in which PBGC actuari-

ally determines or reestimates the benefits. This estimation technique includes

changes in interest rates assumed, benefit payouts subsequent to the valuation

date, mortality, interest accumulation on liabilities, and changes resulting from

newly available data.

The immediate interest rates used in the actuarial assumptions were 6.75%

as of September 30, 1 99 1 ; 7.75% as of September 30, 1 990; and 7.5% as of

September 30, 1989. Comparable changes were made to the rates used to value

deferred annuities.
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Reconciliation of the Present Value of Future Benefits, for Trusteed Plans and Plans

Pending Trusteeship for the Years Ended September 30, 1991, and September 30, 1990
(Dollars in millions)

September 30,

"99 1 1990

Single-Employer Program

Present value offuture benefits,

at beginning ofyear

Actuarial charges (underwriting):

Changes in method

Changes in data and effect of experience

Total actuarial charges (underwriting)

Actuarial charges (financial):

Passage of time

Changes in interest rate

Total actuarial charges (financial)

Total actuarial charges (credits)

Terminations:

Current year

Changes in prior year

Total terminations

Benefit payments

Net claims for probable terminations:

Future benefits

Estimated plan assets available and

recoveries from employers

Total net claims, current year

Net claims for probable terminations, prior year

Present value of future benefits,

at end of year—Single-Employer

Present value of future benefits,

at end ofyear—Multiemployer

Total present value of future benefits,

at end of vear

(19)

(16)

(35)

427

5*3

94o

$4,790

905

$7,861

(1)

(5)

(6)

a (37

(80)

187

$3,984

181

3,010 '47

(11)

2*999

(22)

125

(514) (369)

1.552 4.345

(776) (3-234)

776 1,111

(1,111) (242)

7.845 4.790

16 l 5

$4,805

The present value of future benefits for terminated multiemployer plans

reflects benefit payments of $2 million, change in interest assumption of $1 mil-

lion, passage of time of $1 million and changes in data and effect of experience

of$i million during 1991.

Net Claimsfor Probable Terminations: As these claims are estimates, factors that

are presently not fully determinable may be responsible for actual experience dif-

fering from the estimates used. The values recorded in the preceding reconcilia-

tion table have been adjusted to the expected dates of termination.

Reconciliation of Net Claims for Probable Terminations

(Dollars in millions)

Net claims for probable terminations, at beginning of year

New claims

Actual terminations

Eliminated probables

Change in benefit liabilities

Change in plan assets

Change in expected recoveries

Net claims for probable terminations, at end ofyear

Sq kin X'l 30,

'99 1 '99°

$1,1 1

1

1 242

968

(551) (771

(2) (38)

167 22

32 (8)

'9 2

$ 776
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Note 6—Nonrecoverable Future Financial Assistance, Present Value, and

Losses from Financial Assistance

Financial assistance is granted to multiemployer plans that are insolvent as

denned by the Multiemployer Pension Plan Amendments Act of 1980. The pres-

ent value of nonrecoverable future financial assistance is the difference between

the present value of future benefits and the market value of plan assets of those

plans that are expected to require future nonrecoverable financial assistance.

Assets include both the plan assets as of September 30, 1991 , and the present

value of additional amounts expected to be paid by plan sponsors.

The losses from financial assistance include the estimated nonrecoverable

future financial assistance and amount recorded for uncollectible current finan-

cial assistance. An analysis is done each year of those plans that have received

assistance to determine the required allowance for uncollectible amounts.

Allowance for Future Financial Assistance and Losses from Financial Assistance

(Dollars in millions)

September 30,

i99 l '99°

Balance at beginning of year

Changes in allowance:

Losses (gains) from financial assistance

Financial assistance granted (previously accrued)

Balance at end of year

$33

1

1

(2)

23

(1

$42

Note 7
—Contingencies

A. Collins and Page: The Collins and Page cases were brought against PBGC as

separate class actions. Plaintiffs assert that PBGC should have guaranteed

benefits in plans terminating before September 26, 1980, that were vested or

otherwise required under the minimum standards in Title I of ERISA but not

under plan terms and that such benefits are fully guaranteeable rather than

subject to phase-in over a five-year period. (Legislation that took effect on

September 26, 1980, resolved the issue for future cases.) The two cases have

been consolidated and the court has certified a nationwide class that may

include participants in up to 12,000 terminated plans. In February 1991, a

district court ruled in PBGC's favor; plaintiffs have appealed. These cases could

have a material financial impact on PBGC's single-employer program.

Preliminary estimates indicate that the cost to PBGC, including substantial

administrative costs, may be up to $1 billion but likely will be much less.

B. LTV: On January 1, 1991, the restoration of the three LTV Steel plans that

were the subject of the 1 990 Supreme Court case was finally implemented, follow

ing a district court order enforcing the Supreme Court's decision. LTV continued

to contest the restoration of one of those plans on technical grounds, but its

appeal has been suspended during settlement negotiations.

The district court in September 1991 adopted a recommended decision by

the bankruptcy court that ruled against PBGC on several key issues. The court

held that PBGC's claims are not entitled to priority in bankruptcy and that the

bankruptcy court should set a "discount rate" to value those claims. The court

also held that the Department of Labor could not compel LTV to fund its plan

while in bankruptcy.
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PBGC has been negotiating with LTV and its creditors over the funding of

the three restored LTV Steel plans and repayment of amounts owed to PBGC by

the restored plans. The negotiations also encompass PBGC's bankruptcy claims

for the Republic Retirement Plan, a fourth LTV plan that has not been restored.

Under a tentative agreement with LTV and the largest of LTV's creditor

groups, LTV would agree to fund the three restored plans. PBGC would receive

two 30-year zero-coupon bonds with face amounts of $491 million and $270 mil-

lion, plus other contingent recoveries that could approach $100 million for the

receivable from the restored plans and the Republic Retirement Plan. The receiv-

ables have been written down to the present value of the bonds, which are

$1 1 million and $6 million respectively, on the assumption that a settlement will

ultimately be consummated on these or similar terms.

C. Navistar: Litigation continues over the amount of employer liability owed to

PBGC by Navistar (formerly International Harvester) following the sale of its

Wisconsin Steel division and the subsequent termination of the pension plans

covering Wisconsin Steel employees. The U.S. District Court for the Northern

District of Illinois issued a decision upholding PBGC's claim that a sponsor can-

not transfer a plan to another entity to avoid the unfunded pension liabilities. As

a result of this decision, PBGC expects to receive up to $150 million, which

amount has not been included in these financial statements.

D. Reasonably Possible Losses: There are a number of other possible large

single-employer plan terminations and some multiemployer plans that may
require financial assistance. PBGC estimates the total unfunded vested benefit

amount on termination of the single-employer plans that represent reasonably

possible losses is approximately $13 billion. This figure is generally based on data

obtained from corporate annual reports for fiscal years ending in calendar 1990.

The value reported for liabilities has been adjusted to the then-prevailing

immediate interest rate of 7.25%. When available, the data has been adjusted to

a consistent set of mortality assumptions. Plans not insured by PBGC have been

eliminated from the data. Since these figures are generally based on Financial

Accounting Standard #87 ("Employers' Accounting for Pensions") reporting

requirements, no provision has been made for the possible failure of the plan

sponsor to make subsequent contributions or for plan liabilities that would be

incurred after that date—including additional early retirement benefits or shut-

down benefits. Because of this and the fact that sponsor contributions usually

decline immediately prior to termination, it is likely that, upon termination, the

actual exposure would exceed $13 billion. On the other hand, no provision has

been made in the estimate of reasonably possible losses for recoveries from the

plan sponsor for unpaid contributions and employer liability upon plan

termination.

There also are a number of other sponsors with single-employer plans that

have significant unfunded guaranteed benefits, who could subsequently qualify

for a distress or involuntary termination if they were to encounter serious finan-

cial difficulty. In addition, the liability for multiemployer plans that may require

financial assistance is approximately $1 50 million. No provision has been made
in the financial statements for PBGC's potential liabilities upon termination of

such single-employer or multiemployer plans, since the likelihood of these liabili-

ties occurring is uncertain and cannot be estimated with sufficient reliability.
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Note 8—Commitments

PBGC leases its office facility under a commitment that expires on December 3 1

,

1993. Annual payments on a fiscal year basis through December 31, 1993, are

expected to be:

1992 $5>335>000

1993 5.574.°°°

1994 1,454,000

The lease may be renewed at PBGC's option for an additional five years after

December 31 , 1993, at an approximate annual average payment of $6,807,000

per annum.

Note 9—Premiums

For both the single-employer and multiemployer programs, ERISA provides that

PBGC shall continue to guarantee basic benefits despite the failure of a plan

administrator to pay premiums when due. PBGC assesses interest and penalties

up to 100 percent for late payment or underpayment. All of these items, less

refunds, are included in premium income. Premiums for the single-employer

program are $19 per participant for a fully funded plan with an underfunded

plan paying up to an additional $53 per participant based on funding levels. The

multiemployer premium is $2.60 per participant.

Note 10—Losses (Gains) from Completed and Probable Terminations

Amounts reported as losses are the present value of future benefits less related

plan assets and employer liability. The following table details the components

that make up the losses:

Losses (Gains) from Completed and Probable Terminations

(Dollars in millions)

Plans terminated:

Present value of future benefits assumed

Less: Plan assets acquired

Plan asset insufficiency

Less: Estimated recoveries

Subtotal

Changes in provision for probable terminations

Losses (gains)

September 30,

1991 1990

P2,999

1,678

i,321

(63)

i,384

(335)

$1,049

>125

3 1

94

25

69

869
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Note 1 1—Investment Income

Investment Income

( Dollars in millions)

September 30,

1991 1990

Fixed income set unties,

Interest earned

Realized gains and losses

Unrealized gains and losses

Total fixed-income securities

Equity securities:

Dividends earned

Realized gains and losses

Unrealized gains and losses

Total equity securities

Other income

Total investment income

178 $154
168 1

248 (40)

$594 $115

22 25

88 83

!95 (3 19)

3°5 (211)

46 6

$945 $(90)

Note 1 2—Cash Flows

PBGC has prepared the Statements of Cash Flows for the first time as required by

The Chief Financial Officers Act of 1990 and in accordance with FASB's

Financial Accounting Standards #95, #102, and #104. Accordingly, PBGC has not

included the Statements of Changes in Financial Condition, which are available

upon request.

The following is a reconciliation between the net income (loss) as reported

in the Statements of Operations and Changes in Equity and net cash provided by

operating activities as reported in the Statements of Cash Flows. Because this is

the first year PBGC has prepared statements of cash flows, certain values were

approximated based on existing accounting records.

Reconciliation of Net Income to Net Cash and Equivalents Provided by

Operating Activities

(Dollars in millions)

September

>99i

jo,

1 990

Net income (loss)

Adjustments to reconcile net income to net cash and

equivalents provided by operating activities:

Actuarial charge

Loss on terminations and probable terminations

Change in present value of nonrecoverable future

financial assistance

Change in unearned premiums

Change in premium receivables

Change in accounts payable

Realized (gains) losses

Unrealized (gains) losses

Change in accrued investment income

Other income

( lhanges in other receivables

Benefit payments

Receipts from newly trusteed plans

Net cash and equivalents provided by

operating activities

$ (542) $(780)

908 182

1,049 938

9 22

46 1

(2) 3

48 5

(256) (84)

(442) 358
8 1

2

(45) (6)

110 (66)

(516) (37'>

77 45

$ 452 259
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Note 13—President's Budget

A few differences appear between the financial statements and results reflected

in the President's Budget. These differences are attributable to the write-down

of the LTV receivable and differences in classification. Payments to participants

in the three restored LTV Steel plans for the period October-December 1990

are shown in the President's Budget but are not treated as benefit payments by

PBGC herein.

The Chief Financial Officers Act of 1990 requires a reconciliation to the

budget. The following table reconciles the revolving fund's expenses as reported

on the Report on Operations (SF-22 1 ) to budget obligations and outlays as

reported on the Report on Budget Execution (SF- 133).

Revolving Fund

Statement of Reconciliation to Budget for the Period Ended September 30, 1991

(Dollars in millions)

Total expenses

Add adjustments for:

Revolving funds' share of benefit funding

Adjustment of undelivered orders

Purchases of investments for revolving fund

Financial assistance

Total adjustments added

Less adjustments for:

Liability incurred due to plan terminations

Provision for probable terminations

Actuarial charge for financial assistance

Trust fund net loss

Other expense

Total adjustments deducted

Expended appropriations

Less reimbursements and other income

Expended appropriations, direct

Less change in accounts payable, net

Budgetary outlays

Obligations incurred, net

Less change in unpaid obligations, net

Budgetary outlays

Reconciliation of Expenses, Regulatory Reports to Annual Report

(Dollars in millions)

Total expenses

Less transfer of trust fund result of operations

Less adjustment of accounts payable

Plus trust fund expenses

Total expenses

Annual Report:

Underwriting expenses

Financial expenses

Total expenses
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Actuarial

Valuation

PBGC calculated the present value of future benefits for both the single-

employer and multiemployer programs, and of non recoverable financial

assistance under the multiemployer program, using the same methods and

procedures as those used in 1 990.

Present Value of Future Benefits and Nonrecoverable Financial Assistance
(Dollars in millions)

Number
of Plans

Number of

Participants Liability

Single-Employer Program

A. Terminated plans

(000)

Seriatim at fiscal yearend (FYE)

Seriatim at DOPT, adjusted to FYE

Hybrid plans

a. Benefits valued seriatim

b. Benefits valued nonseriatim

Nonseriatim

Rettig Settlement* (nonseriatim)

924 56 $ 763

395 67 1 >396

5

!5 584

'3 5"
320 162 3-797

Subtotal

B. Probable terminations (nonseriatim) **

Total

II. Multiemployer Program

A. Pre-MPPAA terminations

1

.

Seriatim at FYE

2. Seriatim at DOPT, adjusted to FYE

Subtotal

B. Post-MPPAA liability

Total

Total liability for single- and

multiemployer programs

1,644

15

3»7

47

7,069

i»55 2

1 - fi59 364 8,620

8

2

3 *5

1

10

7

3

6

16

42

17 8 58

,676 372

Note: Numbers may not add up to totals due to rounding.

* The Rettig Setlbment refers to the extra benefit liability that PBGC experts to incur due to a settlement of a class at lion

lawsuit that increased benefits for some participants and provided neu> benefits to about 5,000 additional participants.
k* The assets for the probable plans, including the expected value ofrecoveries on employer liability and due anil unpaid

employer contributions claims, are $776 million. Thus the net claims p>r the probable plans are $Jj6 million.

*** Ijss than 500 participants.

Single-Employer Program
PBGC calculated the single-employer program's liability for benefits in the

terminated plans and probable terminations, as defined in Note 2 to the

financial statements, using a combination of three methods: seriatim,

nonseriatim, and hybrid. For 924 plans, representing about 15 percent of the

total participants, PBGC had sufficiently accurate data to calculate the liability

separately for each participant's benefit—the seriatim method. This is an

increase of 144 plans (or 18 percent) over the 780 plans valued seriatim last

year, reflecting the priority placed by PBGC on improving its database. For 395
plans whose data were not yet fully automated, PBGC calculated the benefits and
liability seriatim as of the date of plan termination (DOPT) and brought the

total amounts forward to the end of FY 1 991

.

For 320 other plans, PBGC did not have sufficiently accurate or complete

data to value individual benefits. Instead, the Corporation used a "nonseriatim"

method that brings the liabilities from the plan's most recent actuarial valuation

forward to the end of FY 1991 using certain assumptions and adjustment

factors.

For five very large plans, PBGC had sufficient data to calculate the liability

for retirees using the seriatim method and the liability for nonretirees using the

5 1
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nonseriatim method—a hybrid of the two methods that enhanced the overall

accuracy of the valuation.

For the actuarial valuation, PBGC used the set of interest rates being

established at the end of FY 1 99 1 for valuing the liability for distress termina-

tions (i.e., 6.75% for immediate annuities, with lower interest rates of 6%,

4.75%, and 4% for deferred annuities). The mortality assumptions used for the

valuations are the unisex pension table for healthy lives (UP-1984), set forward

one year for males and set back four years for females, and certain other tables

as described in the PBGC regulation on Valuation of Plan Benefits (29 CFR

2619) for trusteed plans.

For non-pay-status participants, PBGC used expected retirement ages, as

explained in this regulation. It is assumed that participants who had attained

their expected retirement age were in pay status. For participants who were

older than their plan's normal retirement age and were not in pay status at

September 30, 1991, PBGC reduced the value of their future benefits to zero

over the three years succeeding normal retirement age to reflect the lower

likelihood of payment.

Multiemployer Program

PBGC calculated the liability for the 10 pre-MPPAA terminations using the same

assumptions and methods used for the single-employer program.

PBGC based its valuation of the post-MPPAA liability for nonrecoverable

financial assistance on the most recent available actuarial reports and informa-

tion provided by representatives of the affected plans. The Corporation has

been informed that 1 7 multiemployer plans were or could become insolvent.

However, PBGC expected only seven of these plans to need financial assistance

because severe industrial declines have left them with inadequate contribution

bases and no alternative except PBGC assistance. PBGC expected the minimum

funding standards and withdrawal liability provisions to enable the other ten

plans to continue paying benefits without PBGC assistance.

Statement of Actuarial Opinion

Preliminary tests by the Corporation identified variations along the valuation

process on a nonrandom sample of small plans. Accordingly, PBGC has begun

upgrading systems software and documentation with the assistance of actuaries

from a major accounting firm. PBGC also has initiated a major effort to improve

participant data. It is still my opinion, with respect to the aggregate liabilities

shown in the Report, that ( 1 ) the techniques and methodology used for evalu-

ating the Corporation's liability for the single-employer and multiemployer

programs are generally accepted within the actuarial profession; and (2) the

assumptions used and the resulting liability totals are, in the aggregate, reason-

able for the purpose of evaluating the financial and actuarial status of the trust

and revolving funds, based on the data available.

RonalcfGebhardtsbauer, FSA, EA

ChiefActuary, PBGC
Member, American Society ofPension Actuaries

Member, American Academy ofActuaries

A complete actuarial valuation, including additional actuarial data tables, is availablefrom PBGC

upon ret/ 11 est.
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Comptroller General
of the United States

Washington, D.C. 20548

B- 164292

To the Board of Directors

Pension Benefit Guaranty Corporation

In accordance with our authority under 31 U.S.C. 9105, as amended, we under-

took an audit of the Pension Benefit Guaranty Corporation's financial statements

for the fiscal years ended September 30, 1991 and 1990. These financial state-

ments are the responsibility of the Corporation's management.

Our work disclosed that although the Corporation has made a major com-

mitment to correcting weaknesses identified in our attempt to audit its fiscal year

1990 financial statements, 1

it had not made sufficient progress for us to complete

a financial audit of its fiscal year 1991 financial statements. Most importantly, the

Corporation had not yet developed the documentation and support for the tech-

niques and assumptions used to estimate its reported $7.8 billion liability for

future benefits nor had it assessed the completeness and accuracy of the data

used by each estimating technique. Also, weaknesses in related estimating system

software continued in fiscal year 1991.

Because these material weaknesses continued during fiscal year 1991 and we

were unable to apply other auditing procedures to satisfy ourselves as to the fair

presentation of the liability estimates, the scope of our work was not sufficient to

enable us to express, and we do not express, an opinion on the Corporation's

financial statements for fiscal years 1 99 1 and 1 990. We continue to caution users

that the Corporation's financial statements have limited reliability.

Other internal control and system weaknesses in premium and accounting

operations also affected the reliability of the Corporation's financial statements

for fiscal year 1991 . While the Corporation has initiated a series of efforts

intended to address these weaknesses and assess corporationwide internal con-

trols and financial systems, major components of these efforts were not com-

pleted at the end of fiscal year 1 99 1

.

The Corporation's unaudited fiscal year 1991 financial statements indicate

that the financial condition of the single employer pension guaranty fund contin-

ued to deteriorate during the year.-' While this fund has reportedly more than

$5 billion in cash and investment assets available to finance future benefits and

operating expenses, its approximately $600 million loss for fiscal year 1991

increased the fund's accumulated deficit to over $2.5 billion. The single

employer guaranty fund also faced increased exposure from underfunding in

ongoing plans. As estimated by the Corporation, underfunding on single

employer plans rose from more than $20 billion for 1989 to $31 billion for 1990
and is concentrated in certain troubled industries. The future of the single

employer guaranty fund will depend largely on the economic well-being of these

industries as well as the plan sponsors' continued broad-based participation in

the guaranty program.

rJyH

'GAO letter to the Board iif l)i iet tins ofthe Pension Benefit Guaranty < 'orporation disclaiming an opinion on the Corporation \

Fiscal Yea) 1990Financial Statements (G 10/AFMD 9i- \X. January •>,. i(|C)i ).

/ he (
'orporation administers two separateprograms which provide benefit protection fan qualifying defined benefit plans span

sored Ir, « single employerand those sponsored by multiple employers Operations ofeach program arefunded by premiums

a nil invested assets, and funds availablefin one program may not be used to support the otherprogram. co
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Objective, Scope, and Methodology

Our objective was to determine the auditability of the Corporation's September 30,

1 99 1 , financial statements and, if possible, conduct a financial audit as a basis for

expressing an opinion on whether the statements were fairly presented in accor-

dance with generally accepted accounting principles. Our work was conducted in

accordance with generally accepted government auditing standards. These stand-

ards require that in conducting a financial audit we plan and perform the audit

to obtain reasonable assurance as to whether the financial statements are free of

material misstatements.

Our work concentrated on the Corporation's liability estimation, premium

processing, and accounting operations because material weaknesses in these

areas prevented us from expressing an opinion on its fiscal year 1 990 financial

statements. Our work consisted primarily of discussions with Corporation

officials and reviews of documents related to fiscal year 1991 operations and to

efforts underway to address the previously reported weaknesses. These docu-

ments included briefing materials, policy directives, operating procedures, and

plans for corrective actions. Our work was conducted at the Pension Benefit

Guaranty Corporation in Washington, D.C., between September 1991 and

January 1992.

Based on the information we obtained, we determined that we could not

evaluate the reliability of the Corporation's process for estimating its principal lia-

bility account—its liability for future benefits. Because this situation precluded

the expression of opinion on the Corporation's financial statements, we did not

attempt to complete the financial audit and did not perform the detailed audit

work to support reporting on internal controls and compliance with laws and

regulations. However, we are reporting on the conditions we observed and the

Corporation's efforts to address the previously identified weaknesses.

Continuing Weaknesses Limit the Reliability

of the Corporation's Financial Statements

Weaknesses in internal controls and financial systems, identified during our

attempt to audit the Corporation's fiscal year 1990 financial statements, contin-

ued to limit the Corporation's ability to prepare reliable financial statements that

fairly present its financial condition and operations for fiscal year 1 99 1
.
Reliable

financial statements are essential to evaluate the financial condition of the pen-

sion guaranty funds and the adequacy of premium levels to meet the

Corporation's long-term obligation to pay benefits on terminated plans.

In response to the identified weaknesses, the Corporation undertook,

in fiscal year 1991 , a series of efforts intended to identify and correct internal

control and financial system weaknesses. However, because of the nature and

timing of these efforts, they had only a limited impact on the reliability of the

Corporation's financial information and financial statements for fiscal year

1991 . Correcting these weaknesses will require additional time, resources, and a

continuing management commitment.
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Liability Estimation We were unable to evaluate the reliability of the

Corporation's estimated $7.8 billion liability for future benefits because the

Corporation is still in the process of ( 1 ) developing the documentation and

support for its various estimating techniques and assumptions, (2) assessing the

completeness and accuracy of data used by each technique, and (3) correcting

weaknesses in estimating software. This liability account, which makes up more
than 95 percent of the Corporation's total reported liabilities, represents the

present value of the future pension benefits the Corporation is committed to pay.

The Corporation has developed three techniques to estimate its liability for

future benefits. Different techniques are used for plans at different stages in the

termination process. Each technique consists of a unique combination of mathe-

matical formulas and assumptions which, when applied to applicable data, are

intended to yield an actuarially based estimate of future benefit liability. To evalu-

ate the reliability of the estimating process, it is necessary to ( 1 ) understand the

interaction of the formulas, (2) evaluate the appropriateness and application of

assumptions, (3) assess the quality of the underlying data, and (4) establish how
well each technique approximates an actuarial valuation for each individual.

In response to the identified weaknesses, the Corporation contracted with

an accounting firm in an effort to correct many of the weaknesses with liability

estimation. During fiscal year iggi , these efforts concentrated on documenting

and improving one of the three techniques and correcting weaknesses in related

software. In addition, the Corporation's staff initiated an effort to improve the

completeness and accuracy of data used by this technique. However, because

these efforts are still underway and additional work must be done on the other

two techniques and estimating assumptions, the Corporation continued to use its

existing undocumented and unsupported estimating process to develop its fiscal

year 1991 estimates.

:•:•'.

Premium Processing During fiscal year 1991, the Corporation continued to

experience serious system limitations which restrict its ability to fully process all

premium information, assess the accuracy of premium amounts, and collect

amounts due. These limitations prevented the Corporation from effectively

accounting for, reporting, and controlling premium receivables, including

interest and penalties, for plan years 1988 through 1991.

Premiums funded by sponsors of qualifying defined benefit plans are a

major source of the Corporation's income and, in keeping with the self-financing

nature of the Corporation, are intended to finance the Corporation's losses aris-

ing from plan termination and administrative expenses. Each year, administra-

tors of qualifying defined benefit plans are required to determine premiums due

and report certain premium-related information as part of their plan filing. The
Corporation developed the Premium Accounting System (PAS) to process and

maintain this information and to support its collection and enforcement efforts.

However, the Corporation was unable to successfully modify PAS to accommo-
date the introduction of a variable rate premium for plan years after 1987. As a

result, the Corporation did not use the system to process premium filings

received after August 1 988.

According to Corporation officials, they were able to restore data entry capa-

bilities to PAS in early fiscal year 1991 and resumed limited system operations.

With limited system operations, the Corporation began to ( 1 ) record total

amounts paid to plan history files, (2) identify and resolve a significant number
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of suspended transactions, (3) use the plan filing data as well as other data main-

tained by the Internal Revenue Service to identify and notify potential nonfilers,

and (4) issue automated billing documents for unpaid premiums, interest, and

penalties for plan years prior to 1988.

However, according to Corporation officials, key modifications to the exist-

ing PAS were not completed and implemented by the end of fiscal year 1 99 1
.
As a

result, for premium filings received for plan years 1988 through 1991 ,
the

Corporation was unable to

evaluate the accuracy of self-assessed premium filings and, as appropriate,

generate billing documents for unpaid premium, interest, and penalties and

account for single employer premium-related receipts in accordance with pro-

visions of the Employee Retirement Income Security Act (ERISA).'

According to Corporation officials, difficulties in modifying PAS to accom-

modate changes in the premium processing requirements led the Corporation

to begin development of a replacement system. During fiscal year 1991, the

Corporation completed work on functional requirements for a replacement

system. As of December 1991, the Corporation expected to implement the new

system by the middle of fiscal year 1993.

Accounting Operations Although the Corporation had various efforts

underway to address previously reported weaknesses in accounting policies

and procedures as well as internal control and accounting systems, our work

disclosed that many of these weaknesses continued to affect accounting

operations in fiscal year 1991. According to Corporation officials, efforts are

underway to document and evaluate both its basic accounting policies and the

major operating procedures for its general accounting operations.
4 Also, the

Corporation began to document and evaluate the appropriateness of the process

it uses to assemble and summarize accounting information in the Corporation's

annual financial statements. However, as of the end of the fiscal year, these

efforts had not been completed and had not been incorporated into the

Corporation's daily accounting operations. As a result, fiscal year 1991

accounting operations and financial reporting continued without written

accounting policies and procedures.

In fiscal year 1991, the Corporation also initiated two corporationwide

efforts that will require the periodic review and assessment of internal controls

and financial systems. During the year, Corporation managers assessed internal

controls and reported to Corporation management. Based on the results of these

reviews, more in-depth internal control reviews have been scheduled over the

next few years. In addition, the Corporation evaluated its 1 2 financial systems

during fiscal year 199 1 . This effort is intended to assess system operations
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'ERISA requires the Corporation to separately accountfor all single employer premium-related receipts in excess of thefirst $8.5o

perparticipant of flat rate premiums and limits the use of these receipts. Because the Corporation wen unable to accurately

account for premium-related receipts Jor phm years l 9H8 to lg9 i . the Corporation relied on estimates of the portion atlnbulable

In the first $8.50 ofeach participant \ flat rate premium to separate its accountingfor premium receipts.

'The Corporation uses separate accounting operations and general ledger systems for its general accounting operations and its

trust accounting operations. General accounting operations include the receipt of premiums and the subsequent investment in

Treasury securities until needed to fax operating expenses and a portion of current benefit payments. Trust accounting operations

include the receipt oj assets acquired through plan termination and the subsequent investment of these assets until needed to fay

the balance o/ < uncut benefit payments.
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and integrity as well as the degree to which the financial systems support the

budget process and management's needs and provide full financial disclosure.

Corporation officials have prepared a long-range work plan which calls for the

completion of more detailed system reviews by the end of fiscal year 1993.

Discussion and Analysis of the

Corporation's Financial Condition

Although the Corporation's financial statements were unauditable, they reflect a

growing uncertainty about the financial soundness of the single employer guar-

anty fund. For fiscal year 1991 , its unfunded deficit rose by more than 30 percent

to over $2.5 billion, reflecting a $597 million loss for the year. As reported by the

Corporation for fiscal year 1 99 1 , the loss reflects the continuing failure of pre-

mium income to adequately offset losses on terminated plans and those expected

to terminate in the future as well as other operating expenses. When combined

with the reported $789 million loss for fiscal year 1990, the 1 23 percent increase

in the fund's reported deficit over the last 2 years is of even greater concern. A
significant factor in this increase has been the Corporation's recognition of losses

on plans sponsored by companies in the airline and steel industries.

During fiscal year 1991, the Corporation's Statement of Operations reported

$899 million in investment income, which almost offset the $940 million

increase in the Corporation's reported liability on terminated plans arising from

changes in discount rates and the passage of time."' During the fiscal year, the

Corporation reported the completion of its investment asset restructuring which

began in fiscal year 1 990. The restructuring, which increased the Corporation's

holdings in fixed-income securities, was designed to better match changes in its

liability for future benefits caused by changes in discount rates with changes in

the market value of invested assets.

While the single employer guaranty fund is considered self-financing, the

reported $2.5 billion unfunded deficit indicates that, since its inception, the

fund has not received sufficient income to finance its losses from plan termina-

tions and other operating expenses. However, with over $5 billion in cash and

invested assets and fiscal year 1991 operating receipts exceeding $1 billion, the

deficit does not place the Corporation's ability to pay near-term pension benefits

and expenses at immediate risk. For fiscal year 1991 , the Corporation's financial

statements disclose that $660 million in cash was used to pay current benefits

and other operating cash needs of the single employer guaranty fund. While the

Corporation may have sufficient assets to meet its near-term benefit obligations,

sponsors of ongoing single employer plans will be expected to finance the

$2.5 billion unfunded deficit in addition to the future cost of the guaranty fund.

The Corporation also faces a growing risk from increased underfunding on

single employer plans, especially those concentrated in troubled industries. As

part of an annual estimate of underfunded ongoing pension plans, the

Corporation calculated a $1 1 billion increase in aggregate plan underfunding

:

''•'' :
' :''''

I In 1 mporation discounts its liability fan future benefits to an estimated present value using long-term discount ra tes. This

pn ft ni value represents the Corporation \ estimate n\ what its liabilities could be settledf01 in the marketplace innually,

ilu Corporation adjusts the liability to reflect the change in the present value due to thepassage oj time, as well as changes

in discount rales, experience, methods, and (lain. These net changes in the liability are recognized in the • urrent yeai result

a/ operations.
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based on financial data reported by plan sponsors. The increase—from $20 bil-

lion for 1989 to $31 billion for 1990—was reportedly due to weak 1990 invest-

ment returns and an increase in benefit liability. The concentration of plan

underfunding in troubled industrial sectors, such as the steel and automobile

industries, is particularly troubling." The current economic downturn could

make it increasingly difficult for plan sponsors in these troubled industries to

improve their plan funding levels.

Companies in bankruptcy or close to it with underfunded pension plans

represent the Corporation's most immediate exposure. The Corporation's fiscal

year 1991 financial statements disclosed more than $13 billion in potential expc

sure to the single employer guaranty fund from about 80 such companies. This

represents an increase of more than 60 percent over the $8 billion disclosed in

the fiscal year 1990 statements. If many of the plans which make up the $13 bil-

lion in underfunding terminate in the near future, there would be concern as to

whether the Corporation's premium structure could be adjusted to meet its

resulting funding needs. As reported by the Corporation, benefit payments are

expected to exceed premium income in fiscal year 1992 and could exceed pre-

mium and investment income by the end of the decade. Such events could result

in a call for the federal government to assist the guaranty fund directly or to pro-

vide some form of assistance to financially troubled companies.

In contrast to the deteriorating financial condition of the single employer

guaranty fund, the Corporation reported a $55 million increase in the funded

surplus for the multiemployer guaranty fund—from a reported $132 million for

fiscal year 1 990 to $ 1 87 million for fiscal year 1 99 1 . The Corporation disclosed

a comparable increase in the fund's potential exposure from underfunded plans

from $100 million reported for fiscal year 1990 to $150 million for fiscal

year 1991.

Economic conditions and the quality of management and oversight of the

guaranty programs and private pension plans will continue to affect the future

financial condition of the pension guaranty funds. In this respect, strong intern;

controls and systems are essential to preparing reliable financial information

needed to oversee the guaranty programs and assess their financial condition.

The Corporation has made a commitment to dealing with its internal control

and system problems. However, until these problems are resolved, they represen

a significant element of the risk the Corporation faces.

/
Charles A. Bowsher

Comptroller General

of the United States

January 10, 1992

'The degree ofconcentration can be seen in the Corporation s November 1 99 1 disclosure of the 50 companies responsiblefor

the largest underfunded defined benefit pension plans. Of the $2 1.5 billion in underfunding disclosedfor those companies,

$10.5 billion, or49 percent, was attributable to companies in the automobile industry and $5.2 billion, or 24 percent, was

attributable to the steel industry.
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Financial Summary
(Dollars in millions)

Single-Employer Fund 1991 199°

Summary of Operations:

Premium income $74* $659
Investment and other

income (losses) 899
Actuarial charges (credits) 905
Losses (gains) from completed

and probable terminations 1,049

Administrative and

investment expenses 7

1

Other expenses 212

Net income (loss) (597)

(104)

181

938

63
162

(789)

Summary of Financial Position:

Investments

Total assets

Present value of

future benefits

Accumulated deficit

'989

387
362

163

45
o

420

4,350 2,228

5,664 3,111

7,845 4,790

(2,510) (1,913)

Year Ended September 30,

1987 1986 1985 1984 1983

>03 $465 $268 $201

5

359

261

87

262

5 24

58 (1,872) 2,407

48 36 33000
5 2,278 (2,501)

129

383

658

33
o

(863)

Insurance Activity:

Benefits paid 514 369
Participants receiving

monthly benefits at

end of year 140,100 110,380

Plans trusteed and pending

trusteeship 1,644 1.558

353 357 300 261 170

3°
(23)

42

3°
o

61

2,356 1,817 1,728 1,410 954 832

3,059 2,422 2,163 1,740 1,155 1,063

3,984 3,806 3,629 5,492 2,447 1,497

(1,124) (1-543) (1-549) (3.826) (1,325) (462)

169

106,770 110,300 109,700 90,750 74,800 64,700

1,501 i,455 i'376 1.315 1.191 i.n8

188

266

167

27
o

(19O

759
1,085

1,570

(523)

137

55>4°°

1,021

1982

96

93

203

24
o

(144

538

773

1,076

(333

94

50,90c

9°4

(Dollars in millions)

Multiemployer Fund
Year Ended September 30

Summary of Operations:

Premium income
Investment and other income

Actuarial charges (credits)

Losses (gains) from financial assistance

Administrative and investment expenses

Net income (loss)

Summary of Financial Position:

Investments

Total assets

Present value of future benefits

Nonrecoverable future financial

assistance, present value

Accumulated surplus (deficit)

Insurance Activity:

Benefits paid

Participants receiving monthly

benefits from PBGC at end of year

Plans receiving financial

assistance from PBGC

»99! !99° 1989 1988 1987 1986 1985

$14

1984

$12

1983

$13

198s

$23 $21 $20 $17 $17 $15 $i!

46 14 16 7 3 H 9 3 7 F

3 1 1 3 2 1 3 1 2 c

11 23 1 (6) (9) 6 6 20 (

2 3 3 3 4 4 3 3

55 9 3i 24 24 18 10 1

1

(5) 1

226 167 154 122 106 92 72 53 45 3^

254 190 161 129 114 98 78 61 S 2 4<

16 15 17 19 19 20 22 22 25 2 f

42 33 1

1

1

1

19 29 25 19 19 (

187 132 123 92 68 45 27 17 6 1

223333444
1,990 2,170 2,310 2,500 2,800 3,250 3,100 3,400 3,500 3,8o<

5 3 3 3 6 532 2
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Pension Benefit Guaranty Corporation

The Pension Benefit Guaranty Corporation (PBGC) protects the pensions of

more than 41 million Americans in about 67,000 private defined benefit pen-

sion plans, including about 2,000 multiemployer plans. These pension plans

provide a specified monthly benefit at retirement, usually based on salary or a

preset dollar amount and years of service. The Employee Retirement Income

Security Act of 1974 (ERISA) established PBGC as a federal corporation and

setforth the mission:

encourage the growth ofprivate pension plans,

pay timely and uninterrupted pension benefits, and

m maintain pension insurance premiums at the lowest level consistent with

carrying out its legal obligations.

PBGC receives no funds from general tax revenues. Operations are financed

by insurance premiums set by the Congress and paid by sponsors of defined

benefit plans, investment income, assets from pension plans trusteed by PBGC,

and recoveriesfrom the companiesformerly responsible for the trusteed plans.

To fulfill its mission, PBGC has established a long-term goal of building a

service-oriented, well-managed, and financially sound insurance company to

provide a strong safety netfor a healthy defined benefit pension system.
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Highlights

Losses from pension plan terminations, while lower than in

the last two years, continued to exceed historical averages as

more and larger underfunded pension plans required PBGC's

protection.

The financial condition of PBGC's insurance program for

single-employer plans continued to weaken despite record pre-

mium income as assets of $6.3 billion fell short of liabilities for

long-term obligations of nearly $9 billion, leaving a deficit of

about $2.7 billion.

Benefit payments reached record levels and total partici-

pants receiving or likely to receive benefits through PBGC

insurance grew by 52,000 to 424,000.

Premium income increased reflecting the higher rate paid

by pension plans with growing underfunding and heightened

collection efforts.

In contrast to the single-employer insurance program, the

multiemployer program continued its solid gains with a grow-

ing surplus.

(Dollars in millions) 1992 1991 Change

Single-Employer and
Multiemployer Programs Combined

SUMMARY OF OPERATIONS
Premium Income $ 898 $ 764 18%

Loss from Plan Terminations $ 825 $ 1,049 -21%

Investment Income $ 640 $ 899 -29%

Actuarial Charges $ 847 $ 908 -7%

Net Loss

INSURANCE ACTIVITY

Benefits Paid

Participants:

—Pay Status

—Not in Pay Status

—Probable Terminations

Total Participants

New Underfunded Terminations

Trusteed Plans Since Inception

FINANCIAL POSITION
Single-Employer Program

Total Assets

Total Liabilities

Accumulated Deficit

Multiemployer Program

Total Assets

Total Liabilities

Accumulated Surplus

$ (125) $ (542)

$ 636 $ 516

152,000
184,000

88,000
424,000

118
1,770

142,000

183,000

47,000

372,000

86

1,654

$ 6,300 $ 5,413

$ 8,983 $ 7,923

$(2,683) $(2,510)

$ 302 $ 254

$ 67 $ 67

$ 235 $ 187

-77%

23%

7%

1%

87%

14%

37%

7%

16%

13%

7%

19%

0%

26%

Assets and Liabilities

(Dollars in billions)

I Assets Liabilities

1988 1989 1990 1991 1992



Chairman's Message

The Pension Benefit Guaranty Corporation provides a vital

safety net for the pensions of millions of American workers

and retirees. PBGC already has saved the retirement dreams

of hundreds of thousands of people. But, unless needed

changes are made in the pension insurance program, the

retirement security of millions of Americans and the pocket-

books of all taxpayers are threatened.

The ominous signs are there: increasing terminations of

underfunded pension plans, a growing number of workers and

retirees who depend on PBGC for their pension payments, and

a rising deficit that promises to balloon if PBGC is forced to

continue down its present path without reforms.

One would have to be an ostrich with its head buried in the

sand to ignore the warnings and not learn from the analogy of

the savings and loan crisis. Despite the fact that the alarm has

been sounded, no action has been taken on the

Administration's reforms. But, there is still time. I urge the

Congress to take the necessary steps now to repair the pen-

sion safety net.

Private pensions must rest on a firm financial foundation,

with a sound pension insurance program as its cornerstone.

Our efforts to ensure that both the cornerstone and foundation

of the private pension system remain strong will keep peoples

retirement years secure.

£^Tr\~Z^
LYNN MARTIN

Secretary ofLabor

Chairman of the Board

A Letter from the

Executive Director

Over the last several years, we at the PBGC have been dedi-

cated toward building a stronger, service-oriented insurance

company to act as a safety net for the defined benefit pension

system. 1992 was another year of solid progress, but the job is

not done.

Despite record premium income and reduced losses from

1990 and 1991 levels, we still reported a large loss. The single-

employer deficit increased to almost $2.7 billion. The under-

funding of pension plans we insure increased by 28 percent to

$51 billion. The number of plans we insure continued to fall,

reaching a level of 67,000, which is a 43 percent drop from

PBGC's peak coverage.

Legislation

The overall defined benefit pension system, which is a large

component of U.S. savings, remains strong but its insurance

safety net is not based on sound insurance principles. If PBGC

is not reformed, ever-escalating premiums could drive the

well-funded plans out of the system. The result could be a

weakened defined benefit system, lower savings, and poten-

tially the need for a PBGC bailout.

During 1991 and 1992, major reforms were introduced by

the Bush Administration and a bi-partisan group of Senators

and Congressmen. The reforms were designed to produce

sounder insurance principles by strengthening economic

incentives in order to reduce pension underfunding. Targeted

solely on underfunded plans, they would require better fund-

ing, strengthen pensions and PBGC's positions in bankruptcy,

and limit the growth of PBGC's liabilities from new unfunded

benefit increases. Also, to reflect the real impact of expected

losses on PBGC, accrual budgeting was proposed.



Loss Prevention

One of the reasons for reduced losses was the loss prevention

strategy initiated three years ago to encourage better plan

funding, discourage termination of underfunded plans, and

maximize recoveries when underfunded plans terminate.

During the year we announced settlements on well over

$5 billion of pension liabilities including those of LTV, Con-

tinental/Eastern, TWA, Uniroyal Technology, Western Union,

Navistar, CF&I and Farley Industries. Also, in a handful of non-

publicized negotiations, we ensured that underfunded pen-

sions were better protected as part of corporate restructurings.

Service to Participants

For participants who rely on their pensions as a critical com-

ponent of their retirement security, termination is a traumatic

event. PBGC ensures that the pension checks are not inter-

rupted and that participants understand the impact of termina-

tion. To better serve the hundreds of thousands of people in

terminated plans for whom PBGC is responsible, PBGC

started several major efforts in 1992. The first "customer" sur-

vey was undertaken. An image processing system for the par-

ticipant services group was authorized.

Financial Management

PBGC's improved financial management program produced

significant results in 1992. A major accounting firm, hired by

PBGC to help correct the problem, has fully validated and

confirmed the methodology for calculating the Present Value

of Future Benefits (96 percent of PBGC's total liabilities).

Unpaid premiums are now being aggressively billed and col-

lected with penalties and interest, which contributed to the

higher operating income. A corporate-wide review diagnosed

internal control weaknesses and developed plans to remedy

them. To better meet our future challenges, PBGC launched

a five-year planning process and an extensive future-loss

modelling effort.

Future

Looking back, I am pleased to say PBGC has made substantial

progress toward becoming a service-oriented and strong

insurance backstop for the defined benefit system. That

progress is due to PBGC's hardworking employees who are

dedicated to serving the 41 million Americans the Corporation

was created to protect. They know that PBGC provides a vital

function in protecting retirement security.

The job of protecting participants of defined benefit pension

plans will never be a completed one. In a dynamic economy

there will always be pension terminations and losses by

participants and PBGC. The problem is that the losses are too

high now and that they will continue to grow. Our loss preven-

tion actions have reduced losses, but only legislative reform

will stem the tide.

In last year's annual report, we asked for Congress' support

to reform the program. It did not happen, but PBGC continued

to work tirelessly to raise the awareness of the problem. On

behalf of the 41 million Americans whose retirement security

we protect, we are hopeful that 1993 will be the year that

Congress acts to reform PBGC's insurance program. Reforms

should be made before the costs become too high.

JZL

James B. Lockhart III

Executive Director



Ifear in Review

PBGC's single-employer plan insurance program sustained an

increase in the number of terminations of underfunded plans

with losses of $825 million, primarily due to continued restruc-

turing in the steel and airline industries. This outcome, despite

the financial gains of the separate insurance program for multi-

employer plans, resulted in a further deterioration in PBGC's

overall financial condition.

New terminations of large underfunded plans led to further

increases in PBGC's already heavy workload as it assumed

responsibility for more participants. The Corporation contin-

ued its emphasis on improving service to participants.

Significant progress was made in improving PBGC's financial

systems. PBGC's investment program provided solid returns

to help compensate for the increase in liabilities caused by the

fall of interest rates.

Single-Employer Program

Although the number of American workers and retirees with

pensions insured under the single-employer program

increased slightly to more than 32 million as large plans con-

tinued to show some growth, PBGC's coverage has fallen to

about 65,000 single-employer pension plans. Despite the

decline in coverage, PBGC's premium base of participants

remains relatively stable as the exodus has been in smaller

plans with few participants. The decline in the plan universe

has been underreported in recent years. The more reliable

information now available from an improved premium system

confirms a trend that does raise concerns

for the future.

More underfunded plans terminated in

1992 than the previous year, but losses from

underfunded plans declined somewhat

because of fewer new major terminations.

The past year's experience helps confirm a

trend to terminations of larger plans and

rapidly growing losses. In the six years from

1987 to 1992, net losses, not including

probable terminations, exceeded the losses of the prior six

years by nearly 50 percent and were ten times greater than the

losses from the first six years of PBGC's operation.

Loss Experience from Single-Employer Plans*

(Dollars in millions) Average Net

Trust Recoveries Loss per

Year of

Termination

Number

of Plans

Benefit

Liability

Plan

Assets

From

Employers

Net Terminated

Losses Plan

1975-1980

1981-1986

1987-1992

685 $

726

349

567

2,516

4,333

$ 227

753

1,808

$ 111

217

267

$ 228

1,545

2,259

$0.3

2.1

6.5

Total

Probable

1,760

25

7,416

2,700

2,788

1,188

595

513

4,033

999

Total 1,785 $10,116 $3,976 $1,108 $5,032

Net Losses
(Dollars in billions)

I Actual Probable

$3

$2

$1 1

Note: Numbers may not add up to totals due to rounding.

*Stated amounts are subject to change until PBGC finalizes values for liabilities,

assets, and recoveries of terminated plans. Amounts in this table are valued as of the

date of each plan's termination and differ from amounts reported in the Financial

Statements and elsewhere in the Annual Report, which are valued as of the end of the

stated fiscal year.

Distress and Involuntary Terminations:

Defined benefit plans that are not able to pay all promised

benefits may be terminated either by the employer responsible

for the plan or by PBGC. However, an employer wishing to ter-

minate an underfunded plan generally may do so only if the

employer is being liquidated or if the termination is necessary

for the company's survival. The employer must first prove to

PBGC, or to a bankruptcy court if appropriate, that it and each

of its affiliated companies meets one of the financial distress

criteria set by law.

An underfunded plan also may be termi-

nated involuntarily by PBGC when neces-

sary to protect the interests of the

participants or of the insurance program.

PBGC must terminate any plan that has no

assets available to pay current benefits.

The number of underfunded plans

requiring distress or involuntary termina-

tion increased in 1992. By yearend,

PBGC approved the termination of 118

1975-1980 1981-1986 1987-1992



Cumulative Plans Trusteed

by PBGC

1.800

underfunded plans, 37 percent more than

were terminated in 1991. The actual termina-

tion date for many of these plans occurred in

an earlier year, when the process of termina-

tion had begun.

Trusteed Plans:

The termination of an underfunded plan con-

cludes when PBGC becomes trustee, either

by agreement with the plan administrator or

by court order. As trustee, PBGC assumes responsibility for

plan assets, benefit payments to participants, and collection of

amounts due the plan or insurance program from the employer

and its corporate affiliates. PBGC also has a statutory claim

against the employer and its affiliates for the amount of the

plan's underfunding.

Large terminations affecting tens of thousands of partici-

pants, like those of the Eastern Air Lines and Pan Am plans,

present unique administrative problems because of their size.

To assure a smooth transition to PBGC trusteeship for these

and similar plans, the Corporation has created a Large Case

Working Group for each large case to coordinate the interre-

lated efforts among PBGC's actuaries, attorneys, auditors,

benefit examiners, financial analysts, public affairs specialists,

and contractors. The members of each Group work closely

together to assure continued uninterrupted payment of

benefits and processing of new retiree applications; transfer

data, records, and assets to PBGC manage-

ment; communicate with participants; and

resolve all issues affecting plan and partici-

pant administration. By bringing together the

full range of staff skills required when PBGC

trustees plans, PBGC has effectively man-

aged the workload associated with large

plans and expedited plan processing, partici-

pant administration, and benefit payments

under the large plans.

1988 1989 1990 1991 1992

Annual Single-Employer

Standard Plan Terminations
(Notices Received)

12.000

During 1992, PBGC completed trustee-

ing 80 single-employer plans. PBGC is in

the process of trusteeing an additional 98

terminated single-employer plans, which,

along with 10 multiemployer plans previ-

ously trusteed, will bring the total number

of trusteed plans to 1,770.

Standard Terminations:

An employer may end a fully funded plan in

a standard termination by annuitizing or paying lump sums to

participants. Standard terminations, although less complicated

than distress terminations, are subject to legal requirements

governing notifications to participants and PBGC and payment

of the participants' benefits. PBGC may disallow any standard

termination that does not comply with the requirements.

The number of standard terminations has declined

significantly from the historically high levels reported during

the late 1980s, but the rate of terminations remained stable at

about 10 percent of the remaining plans. In 1992, PBGC

received about 6,670 notices of standard terminations, substan-

tially fewer than were received the year before. Including plans

for which PBGC received notices before 1992, the Corporation

permitted completion of about 7,900 standard terminations and

returned or disallowed another 1,300 cases that were incom-

plete or failed to meet legal requirements. The decline in stan-

dard terminations, which continue to be concentrated among

smaller plans, may reflect the diminishing

number of such plans.

Plan terminations resulting in large

reversions of surplus assets to employers

fell to their lowest levels since PBGC first

began recording such cases in 1980. For

1992, fewer than 10 plans were expected to

terminate with reversions in excess of

$1 million each, compared to fewer than 40

last year and the 582 plans that terminated
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in the peak year of 1985. Terminations in 1992 will have less

than $20 million of total estimated reversions compared to

reversions of about $70 million in 1991 and $6.1 billion in 1985.

PBGC audits a statistically significant sample of completed

terminations to confirm compliance with the law and proper

payment of participants' benefits. These audits have found

few and relatively small errors in benefit payments, which

plan administrators are required to correct.

PBGC continues to be concerned that participants receive

sound annuities. Under new PBGC regulations, participants

have to be informed that PBGC does not insure annuities

and which insurance company may be selected to provide

their annuities.

Multiemployer Program

The multiemployer program, which covers about 8.9 million

participants in about 2,000 insured plans, is funded and admin-

istered separately from the single-employer program and dif-

fers from the single-employer program in several significant

ways. The multiemployer program covers only collectively bar-

gained plans involving more than one unrelated employer. In

addition, the event triggering PBGC's guarantee and payment

of benefits under the multiemployer program is the inability of

a covered plan to pay benefits when due, rather than plan ter-

mination as required under the single-employer program.

PBGC provides financial assistance through loans to insolvent

plans to enable them to pay guaranteed benefits.

The significant reforms enacted in 1980 —— ;s Multiemployer Program

created several safeguards for the program Assets and liabilities

(Dollars in millions)

including requiring employers that withdraw

from a plan to pay a proportional share of the

plan's unfunded vested benefits. These safe-

guards have permitted PBGC to maintain

multiemployer premiums at a constant,

reasonably low level. The program continues

to have growing assets, low liabilities, and a

healthy surplus.

I Liabilities

Since enactment of the reforms in 1980, the multiemployer

program has received relatively few claims for financial assist-

ance. PBGC has provided approximately $17 million in total

assistance, net of repaid amounts, to only 10 of the 2,000

insured plans. Of this, about $4 million went to 6 plans in 1992.

PBGC estimates that about $45 million will be required to

make all nonrecoverable future payments to the 6 plans cur-

rently receiving assistance and to other plans expected to

require assistance in the near future.

Benefit Payments and Other Participant Services

Although strained by the large terminated plans PBGC has

trusteed within the past two years, PBGC's staff responded to

the increased demand for information, benefit payments, and

reassurance about the security of future payments. At the

same time, efforts continued to improve the efficiency and

quality of participant services.

Benefit Processing:

PBGC's responsibility for benefit payments begins immedi-

ately upon its trusteeship of a terminated plan. Top priority is

given to maintaining uninterrupted benefit payments to exist-

ing retirees and commencing payments to new retirees with-

out delay. As quickly as possible, PBGC staff also begin

intensive efforts to obtain essential data and records on each

individual participant, a difficult task frequently complicated

by inadequate plan and employer records.

PBGC pays estimated benefits to retirees until it has

confirmed all necessary participant data

and valued plan assets and recoveries from

the plan's sponsor. PBGC then calculates

the actual benefit payable to each partici-

pant according to the specific terms of the

participant's plan, statutory guarantee lev-

els, and the funds available from plan

assets and employer recoveries. These

benefit calculations are a demanding, intri-

cate process since each trusteed plan is
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different and must be administered sepa-

rately. PBGC extensively contracts for spe-

cialized actuarial and benefit administration

expertise to expedite data acquisition,

benefit calculations, and delivery of partici-

pant services.

Participant Services:

The large number of new terminations dur-

ing the year intensified the already heavy workload borne by

PBGC's participant services staff. In addition to correcting

records on thousands of participants to assure accurate data

for benefit calculations and payments, PBGC assumed or pre-

pared to assume responsibility for paying benefits to about

50,000 additional participants in terminated plans. The

Corporation also expanded efforts to locate workers and

retirees who may be unaware they are entitled to benefits

from PBGC and for whom PBGC has no current address.

To further enhance its calculations and ability to serve the

needs of participants, during 1992 PBGC concentrated on

improving its automated capabilities for data processing and

participant communications. PBGC also continued efforts to

increase staff productivity through state-of-the art technology,

including work toward initiating an advanced optical imaging

system providing enhanced computer-based document stor-

age and retrieval capabilities. More extensive use of private

sector data bases, "locator services," and automation, and

expanded outreach to participants enabled PBGC to markedly

improve its participant data, communications, benefit determi-

nations, and benefit payments.

Participants who experience difficulties with PBGC staff or

services may seek assistance from a Problem Resolution

Officer (PRO), a position established to remedy participant

complaints and identify improvements needed in operational

areas affecting participants. Of the more than 100,000 tele-

phone and 300,000 written inquiries PBGC received from par-

ticipants during the past year, fewer than 200 involved

complaints forwarded to the PRO. Almost

all of the complaints were resolved within

10 days of receipt.

Performance Measures:

As part of a government-wide effort, PBGC

is developing measures of its performance

in various areas such as customer satisfac-

tion, processing times, and benefit payment

accuracy. One of the initial measures will address participants'

satisfaction with PBGC services, particularly communications

and responsiveness to participant inquiries. At yearend, PBGC

was testing a survey and methodology designed to assess par-

ticipants' perception of the quality of PBGC services. PBGC

expects to begin reporting the results of this and other mea-

sures in 1993.

Appeals of Corporate Decisions:

The Corporation's Appeals Board resolves appeals of initial

PBGC determinations concerning plan coverage, participants'

benefits, and employers' liability to PBGC for unfunded benefits.

Appeals Board rulings are final PBGC decisions subject to

review by federal district courts. Most appeals are filed by par-

ticipants disputing PBGC's determination of their benefits.

Participants appealed less than 2 percent of the determinations

issued in 1992.

Most of the appeals received in 1992 were closed without

Appeals Board action because PBGC staff were able to resolve

the issue informally or the appellant simply needed a better

explanation of PBGC's determination. Of the remaining

appeals, the Board's changes usually were due to new facts

presented by the appellant or a different interpretation of plan

provisions. PBGC generally applies Board rulings to similarly

affected plan participants.

PBGC Finances

PBGC reported another large loss in 1992 as premium reve-

nues and investment returns did not offset the growth in liabili-

ties due to new terminations and actuarial charges.



PBGC Asset Mix
(Dollars in millions)

I Fixed Income Equity Cash

Real Estate Other

PBGC's underwriting income reached

record levels as premium revenues grew to

nearly $900 million, largely as a result of the

growing underfunding among single-

employer plans, and financial income from

investments was $640 million. However, by

yearend, PBGC's losses from actual and

probable plan terminations totalled

$825 million, which, along with actuarial charges, increased

the single-employer program's liabilities to nearly $9 billion.

Assets increased to $6.3 billion, leaving the program's deficit at

about $2.7 billion. The multiemployer program's continued

financial gains resulted in assets of $302 million, liabilities

totalling $67 million for future benefits and nonrecoverable

financial assistance, and a program surplus of $235 million.

Investments

PBGC funds its benefit payments and administrative opera-

tions through premium revenues, investment income, assets

acquired from terminated plans, and liability payments by

employers. The Corporation's investable assets of about

$6.2 billion are separated into revolving and trust funds, the

former for premium revenues and the latter for assets received

from terminated plans and their sponsors.

As required by law, the revolving funds are invested only in

Treasury securities. The trust funds are invested principally in

high-quality bonds and stocks, with a small portion in real

estate. PBGC uses major investment management firms to

invest these assets subject to PBGC's policy of generally match-

ing the duration of its fixed-income assets to that of its liabilities.

1992

$6,176

Investment Policy:

PBGC's policy, revised in 1990 and fully

implemented in 1991, is designed to offset

the interest-rate sensitivity of the liabilities

by emphasizing high-quality, long-term

fixed-income securities with investment

characteristics similar to the insurance pro-

gram's liabilities. This "dollar duration

matching" policy reduces the risk of an increased PBGC

deficit resulting solely from interest rate fluctuations.

Investment Profile:

As of September 30, 1992, the value of PBGC's total invest-

ments, including cash, was approximately $6.2 billion, an

increase of 29 percent from 1991. The revolving funds con-

tained $3.2 billion and the trust funds $3 billion.

Cash and fixed-income securities decreased from 75 percent

of investable assets at the beginning of the year to 74 percent

at yearend, with the balance invested in equities, real estate,

and other financial instruments. The duration of PBGC's fixed-

income investments increased slightly to 16.1 years at the

same time the duration of its liabilities declined. As a result,

using dollar duration methodology, the percentage of liabilities

matched by assets (excluding probable terminations)

increased to 122 percent.



Investment Profile

September 30,

1990 1991 1992

Fixed-Income Assets

Average Quality AAA AAA AAA
Average Maturity (years) 19.4 23.0 25.0

Duration (years) 8.3 16.0 16.1

Yield to Maturity (%) 8.9 8.3 7.5

EquityAssets

Average Price/Earnings Ratio 13.9 18.7 23.7

Dividend Yield (%) 3.7 3.1 2.9

Beta 1.13 1.04 1.04

Investment Results:

Total PBGC investments returned 11.2 percent, which was

lower than the fixed-income investment return of 11.9 percent

and equity return of 11.5 percent because of low cash returns

and negative real estate returns.

PBGC's investment policy aims to mitigate the adverse

effects of volatile interest rates on PBGC's deficit by matching

the changes in the value of PBGC's fixed-income assets with

changes in the Corporation's liabilities. In 1992, PBGC's

duration-matching investment returns did not match the

growth in liabilities resulting from changes in interest rates.

PBGC liabilities are valued at annuity rates, which track cor-

porate bonds. The majority of PBGC assets, however, are

restricted to Treasury securities, including zero coupon bonds

held at the U.S. Treasury. During fiscal year 1992, the rate of

return on corporate bonds was significantly higher than for

long-term Treasury securities, which accounts for the lower

growth in assets. As in previous years, the lower growth in

assets also was a result of income-earning assets being

significantly less than liabilities.

Over the short term, there can be periods in which asset

and liability valuation rates do not move in tandem, as PBGC

experienced in 1992. Over the longer term, however, PBGC's

duration-matching policy is expected to reduce the volatility

between assets and liabilities. The table details PBGC's invest-

ment results.

Investment Performance

(Annual Rates ofReturn)

Total Invested Funds

Equities

Fixed-Income

Trust Funds

Revolving Funds

Indices

S&P 500 Stock Index

Lehman Brothers

Intermediate

Treasury Index

Lehman Brothers

20+ Year

Treasury Index

Five Years

Ended

September 30,

1992

1990 1991 1992 (Annualized)

-3.9% 24.4% 11.2% 9.5%

-15.5 32.2 11.5 8.0

5.7 23.6 11.9 12.8

-12.4 29.8 11.2 8.7

5.5 21.1 11.2 11.5

-9.3 31.3

8.5 13.5

1.8 21.1

11.0

12.6

13.8

9.0

10.9

13.9

;...:;;..
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Exposure

The defined benefit plans insured by PBGC have promised

more than $900 billion in benefits. Although most of these

plans are well-funded, underfunding continued to increase

among some plans, presenting the prospect of growing claims

on the pension insurance program. In light of the large losses

experienced in the federal banking insurance programs, both

the Executive Branch and the Congress have begun efforts to

better analyze and manage the federal government's contin-

gent liabilities. As part of those activities, PBGC is enhancing

its capacity to model and forecast the pension insurance pro-

gram's future.

Current Exposure

Underfunding among pension plans has grown in recent years.

As falling interest rates have increased plan liabilities and

underfunding, they also have worked in tandem with the full

funding limit enacted in 1987 to reduce the overall overfund-

ing of single-employer plans. As a result, total overfunding has

fallen from a peak of $251 billion in 1990 to $183 billion in

1991. Underfunding in single-employer plans has grown to its

current level of about $40 billion from $18 billion in 1982.

Underfunding persists among a significant minority of

plans. PBGC estimates that, among insured single-employer

plans with at least $5 million in unfunded benefits, unfunded

vested benefits totalled about $40 billion as of December 31,

1991, an increase of $8 billion from the previous year. These

underfunded plans had liabilities of about $162 billion and

assets totalled about $122 billion.

Underfunding among multiemployer

plans totalled about $11 billion, based on lia-

bilities of about $52 billion and assets of

about $41 billion. Therefore, the total under-

funding in all plans insured by PBGC

amounted to about $51 billion, $11 billion

(28 percent) more than was reported for the

previous year. The increase in underfunding

reflects the effect of falling interest rates

Overfunding and Underfunding

1982-1991
/Dollars in billions)

Overfunding

$300

$250

$200

$150

Underfunding

$100

and, to some extent, benefit increases, which were not totally

offset by investment returns and increased contributions in

1991.

Approximately 70 percent of the underfunding within the

single-employer program (about $29 billion) is concentrated in

plans sponsored by just 50 companies, primarily in the auto-

mobile, steel, airline, and tire industries. Typically, these

underfunded plans are collectively bargained, "flat-benefit"

plans. Unlike most other defined benefit plans, flat-benefit

plans do not fully anticipate future salary and wage increases

in their funding calculations. Consequently, each negotiated

increase creates new layers of unfunded liability for prior

years of work credited under the plan.

Moreover, approximately 30 percent of the underfunding

($12 billion) within the single-employer program is attribut-

able to financially troubled companies and presents a near-

term, serious risk to the insurance program and to

participants with nonguaranteed benefits. These are the insur-

ance program's "reasonably possible" losses. Additional adjust-

ments for some plans based on more detailed information

suggests these losses could be as high as $20 billion and,

therefore, the total underfunding is proportionately higher.

In separate projections, the Office of Management and

Budget (OMB) currently estimates that expected claims will

total about $35-40 billion over the next 30 to 40 years. These

claims will be offset by about $10-18 billion in expected premi-

ums, producing an estimated mean of the

long-term deficit or uncovered exposure of

about $24 billion.

However, current estimates of underfund-

ing in the single-employer program may

understate the true exposure, as pointed

out in the General Accounting Office's

recent study, "Pension Plans: Hidden

Liabilities Increase Claims Against

Government Insurance Program." For

1982 1984 1986 1988 1990
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example, by the time a claim is presented to

PBGC, the sponsoring firm often has under-

gone substantial restructuring or gone out

of business. As a result, retirements occur

much earlier than anticipated, greatly mag-

nifying the firms liability for subsidized

early retirement or plant closing ("shut-

down") benefits. Typically, this increased

liability is not offset by higher contributions as troubled com-

panies try to minimize pension payments. The result is often

greater losses for PBGC.

The insurance program's weaknesses create incentives for

financially distressed companies to take actions that further

increase the programs exposure to loss. Such actions include:

using pension increases as a form of compensation, the

costs of which can be deferred. Workers are more willing to

agree to these promises because they are backed by federal

pension insurance. For example, both TWA and Continental

Airlines amended their pension plans while in bankruptcy,

adding a total of $150 million to their already sizable pension

debts.

foregoing required pension contributions while in bank-

ruptcy with the judges' approval, as did LTV, Continental

Airlines, and CF&I Steel.

allowing a pension plan to run out of money without violat-

ing the minimum funding standards, as did LTV Steel.

Lenders rarely put pressure on troubled companies to fund

their plans, believing in optimistic funding assumptions and

expecting PBGC's pension claims will have no priority. On the

contrary, creditors are more likely to pressure distressed com-

panies to terminate plans rather than fund them.

Financial Forecasts

Although ERISA requires that PBGC provide an annual actuar-

ial evaluation of its expected financial operations and status

for the succeeding five years, PBGC has extended these fore-

casts to cover ten years. PBGC's forecasts are subject to

significant uncertainty since PBGC's future

claims depend on many factors. These

include current underfunding among

insured plans, changes in funding levels,

bankruptcies among plan sponsors, and

recoveries from those bankrupt sponsors. In

turn, these factors are subject to future eco-

nomic conditions, investment practices and

results, the legal environment, labor force trends, and the

kinds of pension plans that employers adopt or maintain.

Modelling PBGC's Future:

PBGC's traditional method of forecasting claims on the basis

of recent experience has relied on the implicit assumption that

the economic experience of the last 15 years—nominal inter-

est rates, returns on assets, industry restructuring, and bank-

ruptcy—will continue to prevail. Although easier to use, this

method fails to take into account the full range of possible

future economic variables and, therefore, the many uncertain-

ties facing the pension insurance program.

In view of the limitations of the traditional method, PBGC

began building a simulation model to improve understanding of

the uncertainty surrounding the claims forecast. The new

model, called the Pension Insurance Management System

(PIMS), is designed to simulate pension funding and bank-

ruptcy rates over a 30-year period. The hallmark of the model

will be its ability to let interest rates, asset returns, and bank-

ruptcy rates vary within ranges observed over a long historical

period. Thus, rather than forecasting claims based on experi-

ence over a particular period such as the 1980's, the model will

analyze the financial performance of the insurance program

over a much wider set of possible economic scenarios.

Using the most recent data from the annual pension reports

filed with the federal government and a pension funding

model, PIMS will forecast pension liabilities, contributions,

payouts, and pension fund assets. Based on the firms known

from public filings to be sponsoring defined benefit plans in
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1992, the model also will project the incidence of bankruptcies

over time consistent with the full range of economic experi-

ence. In addition, claims from underfunded plans will be accu-

mulated in a "bankruptcy court" module from which the

model will project recoveries, leading to final net claims

against PBGC.

The PIMS model will have several uses. One will be to esti-

mate average expected claims over periods ranging from 5 to

30 years, thus providing policy-makers with information with

which to budget and finance the program. Another will be to

estimate the effect of proposed program changes. This model-

ling will also provide a measure of the uncertainly surround-

ing the estimate for average claims—for example, that claims

might be higher or lower than the mean estimate with some

given probability. This capacity to estimate future claims and

the uncertainty surrounding such estimates will be useful for

evaluating various legislative changes in the pension insur-

ance program and related laws.

PBGC's efforts have been foreshadowed by an options pric-

ing model developed by OMB. PBGC expects PIMS to be

complementary and provide a useful model for evaluating the

insurance program's exposure. A provisional working model is

expected to be ready for use by PBGC and other government

agencies by the fall of 1993.

Ten-Year Forecasts:

Using its traditional methodology, PBGC has prepared three

10-year forecasts to give a long-term view of the expected sta-

tus under different loss scenarios. Although the slopes of the

lines depicted in the accompanying graph are smooth, PBGC

expects its history of significant annual variations in losses to

continue. Because PBGC's recent experience indicates that

future premium income will be higher than was anticipated

last year, this year's forecasts project somewhat smaller

deficits over the next 10 years than were reported last year.

Forecast A is based on the average annual net losses over

PBGC's entire history ($394 million per year) and assumes the

PBGC Forecast
(Dollars in billions)

I Forecast B Forecast C

1992 1994 1996 1998 2000 2002

lowest level of future losses. As the graph shows, Forecast A

projects a temporary improvement with the deficit reaching a

low of $1.8 billion by fiscal year 2000 but then increasing to

nearly $1.9 billion by the end of fiscal year 2002.

Forecast B, which assumes the mid-level of future losses, is

based on the average annual net losses over the most recent

11 fiscal years ($553 million per year) because PBGC began

incurring significantly larger losses in 1982. Under Forecast

B, PBGC's projected deficit would grow to $4.7 billion by the

end of the 10-year period as net losses continue to grow while

the premium rate remains constant.

Because of the potential for massive losses from the largest

underfunded plans or other contingencies (reasonably possible

losses) mentioned in Note 8 to the financial statements, PBGC

developed Forecast C. This latter forecast assumes $1.2 billion

to $1.8 billion of claims each year. Although this forecast

assumes the highest level of future claims, it may not be a

worst-case forecast. Forecast C assumes that termination of the

plans with approximately $12 billion to $20 billion of underfund-

ing that represent reasonably possible losses will occur over

the next 10 years in addition to a modest number of lesser ter-

minations each year. This forecast projects continued growth of
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PBGC's deficit throughout the 10-year

period to $15.7 billion, and perhaps as much

as $27.8 billion if the full amount of reason-

ably possible losses is incurred, by the end

of 2002.

The three 1992 forecasts share several

assumptions. Projected claims are in 1992

dollars. The present value of future benefits

is valued at 7% for both immediate and deferred annuities, and

the same rate was used for projected investment results.

Benefits for plans terminating in the future are assumed to

grow at 5.8% until termination, and the number of participants

in insured plans is assumed to remain constant. Assumed

administrative expenses through 1998 are consistent with the

i*S!te

1994 Current Services Budget submitted by

the Bush Administration and are projected

to grow 5.8% each year thereafter. The sin-

gle-employer premium, increased by the

Omnibus Budget Reconciliation Act of 1990,

produced revenue equivalent to $27.50 per

participant in 1992. After 1992, the revenue

generated by the variable portion of the pre-

mium is assumed to increase at 2.9% per year while the flat-

rate premium amount remains constant. Plan funding ratios

are assumed to increase at one-half of one percent per year

from historical averages and recoveries from plan sponsors are

assumed to be constant at 10% of plan underfunding. (More

detail on the assumptions is available from PBGC.)
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Litigation and Negotiations

PBGC met new challenges during the year through firm negoti-

ations and resolute litigation to minimize losses from termina-

tion of underfunded plans and protect the pensions of plan

participants. Although PBGC's efforts achieved several

significant successes, the insurance programs losses continued

to mount and courts continued to rule against PBGC claims.

Major Single-Employer Cases

At the end of the year, PBGC had 149 active cases in federal

courts, 6 percent more than in 1991. PBGC also had 795 open

uncontested bankruptcy cases. PBGC continues to be a major

participant in some of the most significant bankruptcies in

the nation.

During the year, PBGC established a new unit in the General

Counsel's Office to monitor professional fees in large bankrupt-

cies in which PBGC is a major creditor. This initiative is part of

an overall effort to strengthen the insurance program and

assure that the resources of bankrupt companies are appropri-

ately used to fund pensions. As a result of the new unit's over-

sight, PBGC filed objections to legal and other fees in several

bankruptcies, including those of Continental Airlines and The

Jesup Group, which led several courts to hold back some fees.

The LTV Corporation:

PBGC's efforts are expected to prevent a significant loss for

many of LTV's workers and retirees, the pension insurance pro-

gram, and its premium payers while contributing to LTVs reor-

ganization. Through negotiations with LTV and its creditors,

PBGC attained a tentative settlement of its claims for a termi-

nated LTV Steel pension plan, funding for three other LTV Steel

plans that PBGC previously restored to active operation by

LTV, and related pension issues. LTV will propose a plan of

reorganization that is built around the settlement with PBGC.

Under the tentative agreement, LTV initially would con-

tribute about $1.5 billion to the three restored plans and then

fund the plans' remaining liabilities over the next 28 years.

PBGC would receive bonds for its claims and would invest

$50 million in LTV stock, with the proceeds going to the

pension plans. PBGC also provided a limited stock price sup-

port in return for stock appreciation rights.

As part of the agreement, LTV has resumed funding the

largest of the three restored plans to prevent it from running

out of money. In addition, LTV and its creditors agreed to join

PBGC in asking the district court to vacate its ruling on the

amount and priority of PBGC's bankruptcy claims. The litiga-

tion has been suspended while negotiations to finalize the set-

tlement continue.

Eastern Air Lines/Continental Airlines:

PBGC settled its claims against Continental for Eastern Air

Lines' $700 million in unfunded pension liabilities while also

providing protection for the pensions of Continental's employ-

ees. The agreement ended PBGC's various legal disputes with

the airline and its creditors.

Continental, in bankruptcy since December 1990, was liable

for the Eastern pension underfunding following the October

1990 termination of seven Eastern plans. Continental and its

subsidiaries had been part of Eastern's group of commonly

controlled companies.

Under the settlement, PBGC will receive $20-24 million in

cash, a secured note for $75 million backed by beneficial own-

ership of an airline trust, and equity of $9-15 million in the

reorganized Continental. The settlement package has an esti-

mated total value of $92-103 million. The agreement also calls

for Continental to contribute $10 million of the reorganized air-

line's stock, backed by a cash guarantee, to its own ongoing

underfunded plans.

The agreement has been approved by the U.S. Bankruptcy

Court for the District of Delaware but remains contingent

upon confirmation of a plan of reorganization for the airline.

The creditors' committee has appealed the settlement

approval, but the appeal has been stayed pending favorable

action on Continental's proposed plan of reorganization.
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Trans World Airlines (TWA):

TWA, which filed for bankruptcy in January

1992, has two defined benefit pension plans

that were underfunded by about $1 billion

as of December 1992. PBGC aggressively

sought safeguards for the plans because

TWAs announced restructuring would have

reduced the resources available to fund the

plans' liabilities. Under TWAs proposed plan of reorganization,

Carl Icahn, TWAs owner, will relinquish control of the airline

to its employees and creditors. The plan also calls for

significant labor and debt concessions. The reorganization

would relieve Mr. Icahn and his group of commonly controlled

companies of responsibility for the unfunded TWA pensions.

In December 1992, PBGC negotiated an agreement with

Mr. Icahn and with TWA, its creditors, and its unions that

resolved Mr. Icahn's and TWAs liabilities for the TWA pensions

and led to Mr. Icahn's agreement to provide additional financ-

ing to the airline. Under the agreement, TWAs pension plans

are ongoing but frozen, with both TWA and the Icahn compa-

nies sharing responsibility for annual funding requirements.

TWA has issued secured 15-year notes with a face value of

$300 million, the proceeds of which will go toward partially

funding the pension plans. In the event of a TWA default,

PBGC would move to realize the value of the security backing

the TWA notes.

Mr. Icahn has provided $200 million in financing to TWA.

He also has agreed to supplement any shortfall in minimum

funding payments after taking into account TWAs payments

on the $300 million notes. Under this agreement, Mr. Icahn

may provide up to $200 million in minimum funding payments,

of which about $80 million is expected to be paid over the next

five years and is secured. If the plans are terminated,

Mr. Icahn is obligated to pay PBGC $240 million in $30 million

annual installments, backed by security. The total present

value of the TWA and Icahn commitments is $259-410 million.

In return for the minimum funding and ter-

mination commitments, PBGC has released

TWA and the Icahn group from any further

liability for TWAs pension plans.

Pan Am Corporation:

PBGC has been seeking recovery on its

bankruptcy claims against Pan Am for

$914 million of unfunded benefits and

$350 million in contributions owed to three terminated Pan Am

pension plans. Pan Am's efforts to reorganize failed when Delta

Airlines declined to provide the financing it had promised for the

new Pan Am. As a result, Pan Am ceased operations and is liq-

uidating. Pan Am and PBGC have been unable to reach a set-

tlement of PBGC's claims. Therefore, court hearings on PBGC's

claims and related issues were scheduled for early 1993.

Collins v. PBGC; Page v. PBGC:

In these consolidated class-action suits, the plaintiffs—partici-

pants in plans that terminated before September 26, 1980,

without having been amended to adopt ERISAs minimum vest-

ing standards—sought a court ruling requiring PBGC to guar-

antee their benefits as if their plans had been amended. PBGC

had determined at the time their plans terminated that only

those benefits vested under the specific terms of their plans

were guaranteed. The district court agreed with PBGC's view

that the meaning of the statutory language was clear.

In July, an appellate court ruled that the statutory language

PBGC applied in its determinations could be interpreted dif-

ferently and remanded the cases for a district court determina-

tion whether PBGC's interpretation was reasonable in light of

the policies that underlie ERISA. The court of appeals noted

that the issue raised by the participants required a policy deci-

sion by PBGC's Board of Directors that had not been made

and requested such a decision. The Board concluded that

PBGC's earlier decision based on statutory language also rep-

resented an appropriate accommodation of the policies under-

lying the pension insurance program and that the result is
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even more compelling today in view of the

disproportionate administrative cost of pay-

ing benefits and the inequity to current pre-

mium payers. PBGC is also engaged in

settlement discussions with the plaintiffs.

CF&I Steel Corporation:

On March 19, 1992, PBGC involuntarily ter-

minated the larger of CF&I's two pension

plans, which was underfunded by about $223 million at termi-

nation. Litigation over PBGC's claims began in the bankruptcy

court shortly after the end of PBGC's fiscal year. The bank-

ruptcy court issued an adverse decision on most of the priority

issues affecting PBGC's claims, which PBGC is appealing.

However, the bankruptcy court upheld the actuarial assump-

tions PBGC used in calculating the amount of its claims. After

two years in bankruptcy, CF&I recently proposed a plan of

reorganization based on an asset purchase offer by Oregon

Steel Mills, Inc. PBGC and the other parties are engaged in

discussions about a settlement that would allow PBGC to con-

tinue litigating its claims while also allowing the company to

reorganize.

White Consolidated Industries, Inc.:

PBGC filed suit in district court against White to establish

White's liability for the estimated $100 million underfunding in

several Blaw Knox Corporation pension plans. White trans-

ferred the plans with certain businesses that it sold to Blaw

Knox in 1985. PBGC alleged that White's principal purpose

was to evade the pension liabilities through the sale of the

businesses and transfer of the plans. PBGC has alleged that

White contributed $20 million to the plans over five years after

the sale to ensure their continuation for a "safe" period. In

January 1992, PBGC terminated the largest of these plans,

which was underfunded by about $82 million, because it ran

out of money.

In September, the district court denied White's liability for the

Blaw Knox plans, largely on the ground that the plans survived

for more than five years after White trans-

ferred them. PBGC's appeal of that decision

is pending before the Third Circuit.

The Jesup Group, Inc. (doing business as

Uniroyal Technology Corporation):

Jesup, in bankruptcy since November 1991,

maintained a plan that was underfunded by

about $157 million when it was terminated

by PBGC in July 1992. PBGC negotiated a settlement with

Jesup that illustrates the importance of PBGC's priority claims,

including secured liens, in maximizing recoveries.

As a result of its liens for unpaid contributions and its prior-

ity claims, PBGC achieved a significant recovery valued at

approximately $50 million, or 31 percent of the plan's under-

funding. The settlement, consisting of secured notes, pre-

ferred stock, and 15 percent of the common stock of the

reorganized company, enabled PBGC to recover 66 percent of

its priority (secured and unsecured) claims and 16 percent of

its general unsecured claims. Jesup's plan of reorganization

was confirmed by the bankruptcy court in August and took

effect in September.

Navistar International Corporation:

PBGC and Navistar entered into an agreement in August set-

tling Navistar's liability for the underfunded pension plans of

Navistar's former Wisconsin Steel division, which terminated

in 1980. The agreement ends litigation begun by PBGC in

1981 that established the legal principle that companies may

not evade their underfunded pension liabilities by transferring

their plans to financially weak, independent companies. Under

the agreement, which is valued at about $60 million, PBGC

will receive $20 million in cash, a secured note for $36.5 mil-

lion payable over 10 years, and about 3.5 million shares of

Navistar common stock.

New Valley Corporation (formerly Western Union Corporation):

PBGC, New Valley, and the company's secured bondholders con-

tinued to discuss resolution of the company's pension liabilities
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as part of New Valleys reorganization in

bankruptcy. In May, PBGC and New

Valley reached an agreement in principle

under which PBGC would terminate a

New Valley plan that is underfunded by

about $420 million. Under the agreement,

PBGC anticipates receiving a distribution

of cash and securities worth between $200

and $210 million. The agreement is contingent on confirmation

of the company's plan of reorganization. Negotiations with the

company's other creditors necessary to complete the financial

restructuring continued after yearend.

Farley, Inc.:

Farley, in bankruptcy since 1991, has several pension plans

that are underfunded by about $58 million. After yearend,

PBGC and Farley reached an agreement that enabled the com-

pany to emerge from bankruptcy with its pension plans ongo-

ing and protected. Under the agreement, PBGC received a

first security interest in Fruit of the Loom stock valued at

more than $15 million and a second security interest in addi-

tional Fruit of the Loom stock valued at nearly $100 million to

guarantee the company's future payments to the plans. In late

December 1992, Farley also paid $2.1 million in cash to the

plans for previously missed contributions and must contribute

$2.5 million over the next five years in addition to its regular

contributions. The agreement also requires the company to

make additional payments to prevent the current underfund-

ing in the plans from increasing.

Multiemployer Litigation

In a February ruling in Central States, Southeast and South-

west Areas Pension Fund v. Slotky, the Seventh Circuit agreed

with PBGC that real estate leasing is a "trade or business" for

purposes of ERISAs "controlled group" provisions. Because

the notice of withdrawal assessment was properly given to

another controlled group member, the realty business was on

notice of Central States' claim for withdrawal

liability and, therefore, could not use the other

company's bankruptcy as an excuse for extend-

ing ERISAs deadline for arbitrating the liability

assessment. The court's holding reaffirms one

of ERISAs procedural safeguards designed to

assure the soundness of multiemployer plans.

PBGC also participated in two important

cases pending at yearend before the Supreme Court. In

Concrete Pipe & Products v. Construction Laborers Pension

Trust, an employer challenged a multiemployer plan's assess-

ment of withdrawal liability. The employer claimed that the

procedure for assessing and collecting withdrawal liability is a

denial of due process of law and that the assessment of with-

drawal liability constitutes a denial of substantive due process

and a "taking" without just compensation. PBGC, acting as a

"friend of the court", filed a brief in support of the plan and

PBGC's General Counsel, Carol Connor Flowe, participated in

oral argument of the case in December.

In Local 144 Nursing Home Pension Fund v. Demisay, the

Supreme Court will decide whether a provision of the Labor-

Management Relations Act (LMRA) requires the trustees of

multiemployer plans to transfer part of the plans' assets to new

multiemployer plans set up by employers who leave the plans.

In ruling for the employers, a lower court held that the LMRA

provision governed rather than Title IV of ERISA, under which

such transfers are merely permissive. This decision could

significantly weaken multiemployer plans by creating unwar-

ranted incentives to withdraw. PBGC and the Solicitor

General, acting as "friends of the court," filed a joint brief urg-

ing the Supreme Court to reverse the lower courts decision.

Oral argument on the case took place in January 1993.

Rulemaking

A special group created in 1991 to complete development of

needed regulations substantially reduced a long-standing

backlog of work while completing action on new regulations.
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Rulemaking actions completed during the

year or shortly thereafter included:

final rules for employer-initiated termi-

nations of fully funded and underfunded

single-employer plans, which provide the

guidance needed by employers and plan

administrators to complete plan terminations

while ensuring that plan participants receive

sufficient, timely information to protect their interests;

a final rule intended to strengthen the effectiveness of exist-

ing participant protections by requiring companies terminat-

ing fully funded plans to inform participants and PBGC of the

identity of insurance companies providing annuities at least 45

days before plan assets are distributed;

a final rule requiring plan administrators to inform partici-

pants in the notice of intent to terminate that PBGC's guaran-

tee ceases with the distribution of their benefits, whether

through the purchase of an annuity or other form of permitted

distribution;

a proposed rule that would amend several portions of

PBGC's regulations to reflect statutory changes, which will

clarify the duties and rights of plan administrators, contribut-

ing sponsors and controlled group members, and participants

and beneficiaries;

a final rule implementing ERISA's

requirement that companies responsible for

funding single-employer defined benefit

plans notify PBGC of failures to make

required contributions when unpaid contri-

butions, including interest, exceed $1 mil-

lion, which will provide PBGC with the

information it needs to make decisions

regarding enforcement of the lien ERISA imposes against

company assets to protect plan participants and the insurance

program;

a proposed rule to simplify premium payment requirements,

which would reduce the burden and administrative costs of

complying with the requirements for most of the plans insured

by PBGC;

three final rules and one proposed rule governing the deter-

mination of employers' liability upon their withdrawal from a

multiemployer plan, which promote fairness in the allocation

of liability among contributing employers and give plans flexi-

bility to tailor rules to fit their specific needs; and

a statement of PBGC's policy on assessing monetary penalties

for failure to file mandatory notices or other material informa-

tion by applicable deadlines, which will facilitate PBGC's effec-

tive use of its penalty authority in deterring noncompliance.
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Legislative Developments

Growing underfunding among insured plans and a mounting

PBGC deficit, despite premiums that have increased to a maxi-

mum of $72 per person in PBGC's single-employer insurance

program, continued to suggest that legislative reforms rather

than further premium increases were needed to achieve better

funding of chronically underfunded pension plans.

To stem losses and clarify the priority treatment of PBGC's

claims in bankruptcy, the Bush Administration proposed leg-

islative reforms of bankruptcy law, pension funding require-

ments, and PBGC's guarantee of benefit increases. During the

fiscal year, Executive Director James B. Lockhart III testified

before several House and Senate subcommittees on the prob-

lems and the proposed solutions in the three areas of bank-

ruptcy recoveries, minimum contributions, and limits in

PBGC's guarantee exposure for underfunded plans. These pro-

posals, put forward in the federal budgets for fiscal years 1991

through 1993, were introduced in several bills in both houses

of Congress, including:

the "Pension Protection in Bankruptcy Act of 1991," which

included the bankruptcy reforms, sponsored in November

1991 by Representative Rod Chandler (H.R. 3843) and Senator

Charles Grassley (S. 2014);

the "Pension Security Act of 1992," which included all three

of the PBGC reforms and also the Administration's proposal

that federal budget accounting for PBGC and other govern-

ment insurance programs be changed from a cash basis to an

accrual basis, introduced in February 1992 as part of the

President's "Economic Security Package" (H.R. 4200);

bills containing the three initial PBGC reforms, introduced

in March 1992 by Representative Bob Michel (H.R. 4545) and

Senator Robert Dole (S. 2485);

the "Unemployment Benefits Extension and Job Creation

Alternative" bill, which included the full legislative reform

package, introduced in the House of Representatives for a

third time in June 1992;

'The National Bankruptcy Review Commission Act," which

included some provisions of the proposed reforms, introduced

by Senators Howell Heflin and Charles Grassley (S. 1985) and

passed by the Senate in June 1992; and

"The Pension Funding Improvement Act of 1992," which

addressed the minimum funding requirements for pension

plans and liability growth through remedies that differed from

but were consistent with the Administration's proposals, intro-

duced in H.R. 5800 by Representative J. J. Pickle and in

S. 3162 by Senators James Jeffords and Dave Durenberger.

Although no PBGC reform legislation became law, members

of Congress showed growing interest in examining PBGC's

financial condition and reducing PBGC's losses from future

plan terminations.

In addition to the accrual budgeting proposal, which will

ensure that PBGC's true cost will be recognized in the budget,

the other proposed reforms are designed to put market pres-

sures on companies to better fund their plans and not to termi-

nate them. The bankruptcy proposals will ensure that

creditors treat underfunding as a real debt and increase credi-

tors' pressure on companies to reduce underfunding. The

funding proposals will directly force companies with under-

funded plans to allocate more resources to their plans. And the

guarantee proposal should lead to more employee and retiree

pressure to better fund their pension plans.

Bankruptcy Reforms:

PBGC obtains its best recoveries through its priority claims,

which comprise only a small percentage of PBGC's total

claims for unfunded benefits and unpaid contributions.

However, PBGC's priority claims are subject to challenge

because they are specified only in ERISA and not in the

Bankruptcy Code. The Administration proposed legislation to:

clarify PBGC's priority claims in the Bankruptcy Code;

clarify that contributions due an ongoing plan during bank-

ruptcy must be paid just like any other business expense;
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gradually increase PBGC's maximum pri-

ority claim for plan underfunding;

allow PBGC to assert its claims against a

liquidating sponsor even though the plan is

not terminating and is being assumed by a

corporate affiliate;

give PBGC a tax priority claim for under-

funding arising from shutdown benefits

incurred during the three years prior to termination; and

give PBGC the option to be a member of the creditors'

committee.

Pension Funding Reforms:

The Administration proposed tightening minimum funding

rules to accelerate funding in underfunded plans. The proposal

also would require that plans meet a new "solvency mainte-

nance requirement" under which contributions would have to

cover at least benefit payments and interest on plan underfund-

ing, as well as certain other current costs.

The solvency maintenance requirement,

which was intended to prevent plans from

depleting their assets while meeting mini-

mum funding requirements, included a

phase-in to allow employers and plans to

adjust to the new requirements.

Guarantee Limit:

Current law permits employers to increase pension benefits

before previous benefit increases are fully funded. Because

plan funding lags behind benefit improvements, this activity

creates significant surges in plan underfunding and in

PBGC's associated exposure. The Administration, therefore,

proposed guaranteeing future benefit increases only if the

plan will be fully funded after the increase or becomes fully

funded at a later date.
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Financial Management Initiatives

PBGC management and staff continued intensive efforts to

improve financial systems, managerial and financial controls,

and the quality of corporate financial statements. These efforts

were assisted by the results of a 1990 audit by the General

Accounting Office, which identified issues regarding PBGCs

valuation of the liability for future benefit payments, premium

operations, and accounting control weaknesses. By yearend,

PBGC completed corrective actions that put it well on the way

toward the first auditable financial statements in its history

Liability for Future Benefits

PBGC, assisted by a major private accounting firm, developed

new detailed documentation and validated procedures for cal-

culating benefit liabilities. The staff also completed major

additions and corrections to the database of participant infor-

mation required to calculate benefit liabilities. The newly auto-

mated valuation systems are capable of providing reliable

estimates of PBGC's obligation for future benefits, which rep-

resents 96 percent of the Corporations total liabilities.

Management and Accounting Policies and Controls

PBGC is moving aggressively to establish full documentation

for all accounting procedures, improve procedures in account-

ing operations, and ensure full compliance with Office of

Management and Budget (OMB) requirements governing

internal control systems and financial management systems.

By yearend, nearly all accounting policies and procedures

had been properly developed and documented, and respon-

sible staff were trained in proper application. Also, in accord-

ance with OMB requirements, PBGC significantly

strengthened its internal controls to prevent waste, fraud, and

abuse of corporate resources. The Corporation conducted

management control reviews, implemented improved

processes, and established corrective action plans to correct

identified weaknesses. After completing a corporate-wide

effort to inventory and assess financial management systems,

PBGC entered a phase in which each of the 15 identified sys-

tems is subject to a detailed review. The Corporation initiated

reviews and made substantial corrections on half of the sys-

tems and expects to complete reviews on the balance of the

systems during the next year. In addition, PBGC will complete

a five-year plan that will address corrective actions on the

remaining systems.

Premium Accounting System

PBGC continued efforts toward implementation of a new auto-

mated premium accounting system. Although a new system is

not projected to be operational until 1994, PBGC staff made

corrections to the existing system and augmented their opera-

tional capability with alternative procedures to identify and bill

plans for amounts owed PBGC. Through these improved pre-

mium accounting procedures and legal actions to recover

overdue premiums and penalties, PBGC billed plans for an

additional $32 million in premiums, penalties, and interest.

Chief Financial Officer Organization

The Chief Financial Officer organization was reorganized to

improve accountability and to ensure that improvements made

to PBGC's financial and management operations remain

viable. PBGC reorganized the Financial Operations Depart-

ment to strengthen financial and accounting standards by

establishing functions that accurately document, implement,

maintain, and communicate financial policies, procedures, and

controls throughout the Corporation.

PBGC also created a new Financial Management Depart-

ment shortly after the year ended to provide an improved

framework for integrating management and budget planning

and decision-making, strengthen the Corporation's procure-

ment policies and procedures, and provide PBGC with a

capacity to audit its growing contract costs.

Corporate Planning

To coordinate the implementation of strategic and manage-

ment planning processes organization-wide, PBGC established

the Organization Review and Analysis Department. PBGC

also developed a Five-Year Corporate Strategic Plan that was

integrated with the budget, management planning, and per-

formance evaluation processes.
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In addition, PBGC made significant progress toward institu-

tionalizing and integrating information resource management

(IRM) planning with the corporate planning and budgeting

processes. A steering committee comprised of senior manage-

ment officials led efforts to develop PBGC's Five-Year IRM

Plan, which summarized the staffing, funding, and overall

direction of more than 35 IRM initiatives. As part of the

plan, PBGC will address key infrastructure requirements

and new information systems critical to PBGC's mission

during the next five years.
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Management's Discussion and Analysis of Financial Condition and Results of Operations

Net Losses

Single-Employer Program
(Dollars in millions)

-$900
1990

General

Following is management's discussion and

analysis of the financial statements and

related financial data, which it believes will

enhance the understanding of the Pension

Benefit Guaranty Corporation's (PBGC)

financial condition and results of opera-

tions. This discussion should be read in

conjunction with the financial statements.

PBGC's operating results are subject to

significant fluctuation from year to year due

to the frequency and severity of losses from

terminating pension plans, general eco-

nomic conditions, and other factors such as

changes in bankruptcy laws and other legislation.

Consequently, certain traditional financial ratios and measure-

ments are not meaningful and, therefore, not presented.

Combined Results

For 1992, PBGC's combined underwriting and financial activi-

ties resulted in a net loss of $125 million on operating income

of $1,013 million. The single-employer program reported a net

loss of $173 million and the multiemployer program reported

net income of $48 million. By law, these two programs are

completely separate.

Single-Employer Program

Results ofActivities and Trends:

Net losses in 1992 and 1991 were $173 mil-

lion and $597 million, respectively. The

$424 million reduction in the net loss is pri-

marily attributable to increased premium

income, reduced termination and other

losses, and actuarial adjustments that off-

set most of the diminished investment

income and increased actuarial charges.

Underwriting Activity: The gain of

$330 million in 1992 is in contrast to a loss

1990

1991 1992

Losses From Plan Terminations

Single-Employer Program
(Dollars in billions)

$1.5

of $504 million in 1991. This $834 million

difference was primarily due to higher

premium income ($135 million), lower

termination losses ($224 million), the

absence of a significant write-down ($212 mil-

lion), and positive actuarial adjustments

($221 million).

Underwriting income increased from

$664 million in 1990 to $786 million in 1991

and to $990 million in 1992. The

26 percent increase from 1991 is due pri-

marily to higher variable-rate premium col-

lections as the fall in interest rates has

increased underfunding. PBGC's increased

premium collection activities also increased premium

income and other income, which increased by $69 million

due to additional penalty and interest charges being accrued

on past due premiums and to related recoveries associated

with underfunded terminated plans.

Losses from completed and probable plan terminations

declined 21 percent to $825 million in 1992 compared to

$1,049 million in 1991 and 12 percent from $941 million in

1990. As in previous years, losses are driven by a few major

cases and are very volatile.

There were no Other expenses in 1992, compared to

$212 million in 1991 and $162 million in

1990. The amounts recorded in 1991 and

1990 were associated with LTV Corporation

and reflected the write-down of expected

recoveries for amounts advanced prior to

certain plans being restored.

Administrative expenses increased

$27 million from the prior year which

reflected the costs of servicing more termi-

nated plans, of loss prevention activities and

of PBGC's financial improvement activities.

1991 1992
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In addition to increased operational expenses ($9 million),

significant increases in litigation ($7 million), systems ($7 mil-

lion), and actuarial valuation ($4 million) expenses were

incurred.

Actuarial adjustments in 1992 were $256 million versus

$35 million in 1991. As part of the financial improvement

activities, PBGC changed its method of setting actuarial

assumptions, which produced the 1992 gain.

Financial Activity: Investment income fell short of actuarial

charges in 1992 resulting in a $503 million loss versus a

$93 million loss in 1991. Investment income fell short because

PBGC holds its fixed-income investments primarily in U.S.

Treasury securities, which had a lower return in 1992 than cor-

porate bonds. Corporate bonds are a reasonable proxy for the

annuity basis used for valuing liabilities. Also, due to lower

equity returns, equity income was $162 million less than in

1991. Financial activities resulted in investment income of

$609 million in 1992, compared to income of $854 million in

1991 and a loss of $109 million in 1990. The total return on

investments was 11.2 percent in 1992, compared to 24.4 per-

cent in 1991 and -3.9 percent in 1990.

Actuarial charges primarily result from aging the present

value of future benefits and from changes in interest rates. For

1992, the charge increased primarily because PBGC's immedi-

ate interest rate assumption dropped from 6.75% at

September 30, 1991, to 5.75% at September 30, 1992, a 15 per-

cent decrease. As a result, the 1992 actuarial charge related to

changes in interest rates was $677 million compared to an

actuarial charge of $513 million in 1991, an increase of 32 per-

cent There was no change in the actuarial charge due to the

passage of time as lower interest rates offset higher liabilities.

Liquidity and Capital Resources:

The single-employer funds' deficit is now nearly $2.7 billion, an

increase of 8 percent from the beginning of the year when it

totalled $2.5 billion. Despite this growing deficit, management

believes PBGC has sufficient assets to meet its liquidity

requirements through operations in the short term. Most new

terminations bring in significant assets and the vast majority of

PBGC's liabilities for benefits due participants and their

beneficiaries are paid over the many years of their retired lives.

Approximately $6.1 billion (97 percent) of the fund's total assets

of $6.3 billion are in marketable assets.

PBGC's primary sources of cash-flow are from premium

receipts and investment activities. If funds generated from these

sources are insufficient to meet fixed charges in any period, the

Corporation has available a $100 million line of credit from the

U.S. Treasury for liquidity purposes. PBGC did not use this bor-

rowing authority in 1991 or 1992, and has no plans to use it in

the near future.

Currently, premium receipts are about $900 million per year.

Benefit payments and administrative expenses are expected to

exceed $900 million in 1993. Cash flow will remain positive as

investment receipts should approximate $450 million in 1993.

The Corporation is subject to litigation that could have con-

siderable impact on its financial condition, as discussed further

in Note 8 of the financial statements. Also, large underfunded

plans sponsored by companies experiencing financial difficul-

ties exist. Their total underfunding ranges from approximately

$12 billion to $20 billion. Losses from these plans are not

sufficiently probable at this time to be recognized in the finan-

cial statements. This reasonably possible exposure is concen-

trated in cyclical industries, especially steel, automobiles, tires,

and airlines. However, PBGC's financial future depends, to a

large extent, on the economic well-being of these companies

and on other contingencies referred to in Note 8. As shown in

PBGC's 10-year forecasts, the future is very uncertain with a

projected deficit range of $1.9 billion to $27.8 billion.

PBGC's ability to eliminate its deficit over the long term will

depend, primarily, on its ability to avoid large losses from the

termination of major companies' underfunded plans. The

Corporation vigorously pursued legislative changes in 1992 to

support these loss prevention activities. Without these
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Net Income
Multiemployer Program
(Dollars in millions)

1990

$60

changes, PBGC will need another pre-

mium increase.

Multiemployer Program

Results ofActivities and Trends:

This was the ninth consecutive year of

reported net income in the multiemployer

program. The fund's net income decreased

to $48 million in 1992 from $55 million in

1991, primarily due to lower investment returns. Net income

for 1990 amounted to $9 million. Premium income was $22 mil-

lion in 1992, $23 million in 1991, and $21 million in 1990.

Investment income, which was $13 million in 1990 and

increased to $45 million in 1991, fell to $31 million in 1992.

The decrease in 1992 was caused primarily by decreased

interest rates. Approximately 99 percent of the fund's assets

are invested in Treasury securities. Losses from financial

assistance were $7 million in 1992 compared to $11 million in

1991 and $23 million in 1990.

1991 1992

With $48 million in net income this year,

the fund's accumulated results of opera-

tions increased to $235 million.

Liquidity and Capital Resources:

As the multiemployer fund has a surplus

and most assets are highly liquid Treasury

securities, management believes PBGC

has sufficient resources to meet its liquid-

ity requirements now and in the long-term future. Premium

and investment receipts approximate $35 million per year

and cash outflows are currently about $6 million per year.

In 1990, PBGC completed a congressionally mandated

study of multiemployer plans. The Corporation continues to

perform limited updates to that study. Current monitoring

supports the fact that, under reasonable assumptions, the

program should continue to be in sound financial health, at

least through 1995.

Losses From Financial Assistance

Multiemployer Program
(Dollars in millions)

1990 1991 1992
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Management Opinion

PBGC's management has prepared the accompanying

Statements of Financial Condition of the Corporation as

of September 30, 1992 and 1991, and the related Statements

of Operations and Changes in Equity and Statements of

Cash Flows.

The Corporation is responsible for establishing and main-

taining systems of accounting and internal controls that pro-

vide reasonable assurance that the objectives of the controls,

including preparing reliable financial statements and safe-

guarding assets against loss or unauthorized use, are

achieved. As discussed in PBGC's 1991 Annual Report, the

General Accounting Office (GAO) could not express an opin-

ion on PBGC's financial condition because of internal control

and system weaknesses related to the premium and account-

ing operations and the liability for the present value of future

benefits (PVFB). The Corporation's management believes it

has made substantial progress during fiscal year 1992 to cor-

rect these impediments to GAO's ability to express an opinion

on PBGC's financial statements.

In the opinion of management, the financial statements pre-

sent fairly the financial position of PBGC at September 30,

1992, and September 30, 1991, and the results of operations

and cash flows for the periods then ended, in conformity with

generally accepted accounting principles and actuarial stand-

ards applied on a consistent basis.

Estimates of probable terminations, nonrecoverable future

financial assistance, amounts due from employers, and the

present value of future benefits may have a material effect on

the financial results being reported. In addition, pending litiga-

tion could have a material impact on the financial condition of

the Corporation. PBGC believes, however, that its legal posi-

tions will be upheld by the courts and, therefore, no loss is

being reported for these situations (see Note 8).

As a result of the aforementioned, these statements are

based, in part, upon informed judgments and estimates for

those transactions not yet complete or for which the ultimate

effects cannot be precisely measured, or for those that are sub-

ject to the effects of any pending litigation.

JZL

James B. Lockhart III

Executive Director

gpO*^^—^ ~

mm

James L. Wolbarsht

Deputy Executive Director

and ChiefFinancial Officer

January 19, 1993
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Pension Benefit Guaranty Corporation

Statements of Financial Condition (Unaudited)

Single-Employer Multiemployer Memorandum

Fund Fund Total

September 30, September 30, September 30,

(Dollars in millions) 1992 1991 1992 1991 1992 1991

Assets

Investments, at market (Note 3)

:

Fixed maturity securities $4,052 $3,104 $280 $221 $4,332 $3,325

Equity securities 1,235 1,092 2 3 1,237 1,095

Real estate 106 91 106 91

Other 253 35 253 35

Total investments 5,646 4,322 282 224 5,928 4,546

Cash 238 231 10 21 248 252

Receivables, net (Note 4):

Due from sponsors of terminated plans 24 20 24 20

Due from sponsors of restored plans 17 11 17 11

Premiums 58 17 58 17

Notes—financial assistance 7 7 7 7

Due from sale of securities 86 53 86 53

Lease receivable 116 116

Due from insurance companies 178 178

Accrued investment income 39 28 3 2 42 30

Other 3 3

10 9

3

353

3

Total receivables 343 310 319

Assets of terminated plans pending trusteeship,

at market, net (Note 3) 73 550 73 550

Total assets $6,300 $5,413 $302 $254 $6,602 $5,667

The accompanying notes are an integral part ofthese financial statements.
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Pension Benefit Guaranty Corporation

Statements of Financial Condition (Unaudited)

Single-Employer

Fund

Multiemployer

Fund

Memorandum
Total

(Dollars in millions)

September 30,

1992 1991

September 30,

1992 1991

September 30,

1992 1991

Liabilities

Present value of future benefits, net (Note 5)

:

Trusteed plans $ 7,469 $ 5,381 $ 13 $ 16 $ 7,482 $ 5,397

Plans pending trusteeship 190 1,437 190 1,437

Net claims for probable terminations 999 776 999 776

Total present value of future benefits, net 8,658 7,594 13 16 8,671 7,610

Present value of nonrecoverable future

financial assistance (Note 6) 45 42 45 42

Unearned premiums

Accounts payable (Note 7)

204
121

197

132

7
2

7

2

211
123

204

134

Commitments and contingencies

(Notes 5, 8, and 9)

Total liabilities 8,983 7,923 67 67 9,050 7,990

Equity

Accumulated results of operations (deficit) (2,683) (2,510) 235 187 (2,448) (2,323)

Total liabilities and equity $ 6,300 $ 5,413 $302 $254 $ 6,602 $ 5,667

The accompanying notes are an integral part ofthese financial statements.
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Pension Benefit Guaranty Corporation

Statements of Operations and Changes in Equity (Unaudited)

(Dollars in millions)

Underwriting:

Income:

Premium income (Note 10)

Other income (Note 11)

Total

Expenses:

Losses from completed and

probable terminations (Note 12)

Losses from financial

assistance (Note 6)

Administrative expenses

Other expenses

Actuarial adjustments (Note 5)

Single-Employer

Fund

September 30,

1992 1991

Total

Underwriting income Goss)

$ 876
114

990

825

91

(256)

660

330

$ 741

45

786

1,049

64

212

(35)

1,290

(504)

Multiemployer

Fund

Memorandum
Total

September 30,

1992 1991

$ 22
1

23

7

(1)

17

$ 23

1

24

11

1

September 30,

1992 1991

12

12

898
115

1,013

825

7

91

(257)

666

347

$ 764

46

810

1,049

11

64

212

(34)

1,302

(492)

Financial:

Income:

Fixed (Note 13)

Equity (Note 13)

Other

Total

Expenses:

Investment expenses

Actuarial charges (credits) (Note 5)

431
142
36

609

8

531

304

19

854

31

31

44

1

45

462
142
36

640

8

The accompanying notes are an integral part ofthese financial statements.

575

305

19

899

Due to passage of time

Due to change in interest rates

427
677

427

513

(1)

1

1

1

426
678

428

514

Total

Financial income (loss)

1,112

(503)

947

(93) 31

48

187

2

43

55

132

$187

1,112

(472)

(125)

(2,323)

$(2,448)

949

(50)

Net income Goss)

Accumulated results of operations

beginning of period (deficit)

(173)

(2,510)

(597)

(1,913)

(542)

(1,781)

Accumulated results of operations

end of period (deficit) $(2,683) $(2,510) $235 $(2,323)
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Pension Benefit Guaranty Corporation

Statements of Cash Flows (Unaudited)

Single-Employer

Fund

Multiemployer

Fund

Memorandum
Total

(Dollars in millions)

September 30,

1992 1991

September 30,

1992 1991

September 30,

1992 1991

Operating Activities:

Net income (loss)

Adjustments to reconcile net income Goss) to

net cash provided by operating activities:

Net appreciation in fair value of investments

Losses from completed and probable

terminations

Actuarial charges and adjustments

Benefit payments for trusteed plans

Cash received from plans upon trusteeship

Changes in assets and liabilities net of

effects of plans trusteed:

(Increase) decrease in receivables

Increase in present value of

nonrecoverable future financial assistance

Increase (decrease) in unearned premiums

Increase in accounts payable

$ (173) $ (597)

(374) (670)

169

7
11

305

47

$48 $ 55 $ (125) $ (542)

(20) (23)

(1)

3 9

(1)

(394) (693)

825 1,049 825 1,049

848 905 (1) 3 847 908

(625) (478) (2) (2) (627) (480)

18 249 O 18 249

168

3
7

11

307

9

46

Net cash provided by operating activities 706 810 27 43 733 853

Investing Activities:

Proceeds from sales of investments

Payments for purchases of investments

3,919 6,297

(4,618) (7,090)

80 119 3,999 6,416

(118) (157) (4,736) (7,247)

Net cash used in investing activities (699) (793) (38) (38) (737) (831)

Net change in cash and equivalents

Cash and equivalents, beginning of year

7 17

231 214

(11) 5

21 16

(4)

252
22

230

Cash and equivalents, end of year $ 238 $ 231 $ 10 $ 21 $ 248 $ 252

The accompanying notes are an integral part of these financial statements.
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Notes to Financial Statements

September 30, 1992 and 1991

Note 1—Organization and Purpose

The Pension Benefit Guaranty Corporation (PBGC) insures

pensions, within statutory limits, of participants in covered

single-employer and multiemployer defined benefit pension

plans that meet the criteria specified in Section 4021 of the

Employee Retirement Income Security Act of 1974 (ERISA).

PBGC is a federal corporation subject to the provisions of

the Government Corporation Control Act. PBGC was created

by Title IV of ERISA. Its activities are defined in ERISA as

amended by the Multiemployer Pension Plan Amendments

Act of 1980 (MPPAA), the Single-Employer Pension Plan

Amendments Act of 1986 (SEPPAA), and Title IX of the

Omnibus Budget Reconciliation Act of 1987.

ERISA requires that the PBGC programs be self-financing.

The Corporation finances its operations through premiums

collected from covered plans, assets assumed from terminated

plans, the collection of employer liability payments due under

ERISA as amended, and investment income. In addition,

PBGC may borrow up to $100 million from the U.S. Treasury

to finance its operations. The Corporation did not use this bor-

rowing authority during the years ended September 30, 1992,

or September 30, 1991, nor is use of this authority currently

planned. ERISA provides that the U.S. Government is not

liable for any obligation or liability incurred by PBGC.

Under the single-employer plan insurance program, PBGC

is liable for the payment of guaranteed benefits only with

respect to terminated plans. An underfunded plan may termi-

nate only if PBGC finds that one of the four conditions for a

distress termination is met or if PBGC involuntarily termi-

nates a plan under one of four specified statutory tests. The

net liability assumed by PBGC is generally equal to the pres-

ent value of the future benefits less (1) the amounts that are

provided by the plan's assets and (2) the amounts that are

recoverable by PBGC from the plan sponsor and members of

the plan sponsor's controlled group, as defined by ERISA.

Under the multiemployer plan insurance program, if a plan

becomes insolvent, it receives financial assistance from PBGC

to allow the plan to pay participants their guaranteed benefits.

Such assistance is recognized as a loss to the extent the plan is

expected to be unable to repay it from future plan contributions.

Note 2—Significant Accounting Policies

Certain items on the 1991 financial statements have been

reclassified to conform with present year classifications.

Valuation Method:

PBGC reports its assets and liabilities on a market basis

because PBGC believes that this provides the most realistic

measure of its financial condition and that it is the most

appropriate basis on which to evaluate its performance. If

PBGC did not value its assets at market, the deficit would be

$762 million higher.

Revolving and Trust Funds:

PBGC accounts for each insurance program's revolving and

trust funds on an accrual basis. The revolving and trust funds

each pay a pro-rata portion of the benefits paid each year. The

revolving and trust funds have been combined for presenta-

tion purposes in the financial statements. The single-employer

and multiemployer programs are separate entities by law and,

therefore, are reported separately.

The Pension Protection Act created a new single-employer

program revolving fund (the seventh fund) that is credited

with all premiums in excess of $8.50, including all penalties,

interest charged on these amounts and investment income.

This fund may not be used to pay PBGC's administrative costs

or the benefits of any plan terminated prior to October 1, 1988,

unless no other amounts are available.
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The trust fund reflects accounting activity associated with:

(1) trusteed plans—plans for which PBGC has legal responsi-

bility, (2) plans pending trusteeship—terminated plans for

which PBGC has not become legal trustee by fiscal yearend,

and (3) probable terminations—plans that PBGC expects will

terminate and incur a loss for PBGC. PBGC cannot exercise

control over the assets of plans until it becomes trustee, which

may be several years after the date of plan termination.

Asset Valuation and Investment Income:

Market values are based on the last sale of a listed security, on

the mean of the "bid-and-asked" for nonlisted securities, and on

a valuation model in the case of fixed-income securities that are

not actively traded. Purchases and sales of securities are

recorded on the trade date. Interest income is accrued as

earned. Dividend income is recorded on the ex-dividend date.

Realized gains and losses on sales of investments are calculated

using average cost (see Notes 3 and 13).

Cash:

Cash is comprised of cash and equivalents, which include

cash on hand, demand deposits, and securities with a maturity

of one business day.

Duefrom Sponsors of Terminated Plans:

The amount due from sponsors of terminated plans is the set-

tled claims for employer liability (underfunding as of plan ter-

mination) and for contributions due from sponsors less an

allowance for uncollectible amounts. Some agreements

between PBGC and plan sponsors provide for contingent pay-

ments based on future profits of the debtors. Any such future

amounts realized will be reported in the period in which they

accrue or are paid.

Premiums:

Premiums receivable represent the earned portion of the pre-

mium for plans that have a plan year commencing before the

end of PBGC's fiscal year but have not paid their premium by

fiscal yearend and past due premiums deemed collectible,

including collectible penalties and interest. Unearned

premiums represent an estimate of payments received dur-

ing the fiscal year that cover the portion of a plan's year after

the Corporation's fiscal yearend (see Note 10). Premium

income represents revenue generated from self-assessments

received from defined benefit pension plans as required by

Title IV of ERISA.

Notes—Financial Assistance and Present Value of

Nonrecoverable Future Financial Assistance:

Under the multiemployer program, financial assistance is

recorded as a receivable, net of an allowance for uncollectibil-

ity determined on a case-by-case basis. The liability for esti-

mated future financial assistance is for nonrecoverable future

payments that PBGC deems to be probable and estimable for

multiemployer plans that have notified the Corporation of their

financial difficulties (see Notes 4 and 6) . The amount reflects

the rates at which these liabilities could be settled in the mar-

ket for single-premium nonparticipating annuities issued by

private insurers.

Present Value ofFuture Benefits (PVFB):

The PVFB is the liability for future pension benefits that

PBGC is or will be obligated to pay with respect to trusteed

plans and plans pending trusteeship. For financial statement

purposes, the estimated liabilities attributable to probable

future plan terminations are also included in the PVFB. The

PVFB liability is stated as the actuarial present value of esti-

mated future benefits less the present value of expected recov-

eries from sponsors. To measure the actuarial present value,

PBGC used assumptions to adjust the value of those future

payments to reflect the time value of money (by discounting)

and the probability of payment (by means of decrements, such

as for death, retirement, or disability). PBGC also included

anticipated expenses to settle the benefit obligation in the

determination of the PVFB.
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(1) Trusteed Plans—represents the present value of future

payments of benefits less the present value of expected

recoveries, for which an agreement has not been

reached, from sponsors of plans that have terminated

and been trusteed by PBGC prior to fiscal yearend.

(2) Plans Pending Trusteeship—represents the present

value of future payments of benefits less the present

value of expected recoveries, for which an agreement

has not been reached, from sponsors of plans that have

terminated but not been trusteed by PBGC prior to

fiscal yearend.

Any changes after the date of plan termination in

the amounts for trusteed plans and terminated plans

pending trusteeship are reported as an actuarial

charge (credit) in the Statements of Operations and

Changes in Equity.

(3) Net Claims for Probable Terminations—includes esti-

mates of the losses, net of plan assets and estimated

recoverable employer liability, from plans that are

expected to terminate based on the occurrence of an

identifiable event by yearend and the expectation that

the distress tests will be met or PBGC itself will seek

termination of the plan (see Note 5).

Losses (Gains) from Completed and Probable Terminations:

Amounts reported as losses from completed and probable ter-

minations on the Statements of Operations and Changes in

Equity represent the difference between the present value

of future benefits (including amounts owed under

Section 4022(c) of ERISA) assumed, or expected to be

assumed, by PBGC, less related plan assets and estimated

employer liability (see Note 12).

Actuarial Charges:

Actuarial charges, credits, and adjustments are allocated in

the Statements of Operations as follows: Actuarial charges

(credits) related to changes in method, changes in data, and

the effect of experience are classified as underwriting activity.

Actuarial charges (credits) related to changes in interest rates

and passage of time are classified as financial activity. These

charges, credits, and adjustments represent the change in the

PVFB that results from applying actuarial assumptions in the

calculation of future benefit liabilities.

Depreciation:

Depreciation of PBGC's furniture and equipment is calculated

on a straight-line basis over the estimated useful lives of the

assets. The useful lives range from 5 to 10 years. Routine main-

tenance repairs and leasehold improvements (the amounts of

which are not material) are charged to operations as incurred.

Retirement Plan:

All permanent full-time and part-time PBGC employees are

covered by the Civil Service Retirement System (CSRS) or the

Federal Employees Retirement System (FERS). Full-time and

part-time employees with less than five years service under

CSRS and hired after December 31, 1983, are automatically

covered by both Social Security and FERS. Employees hired

before January 1, 1984, participate in CSRS unless they elected

to transfer to FERS by June 30, 1988. Those with more than

five years of past service prior to January 1, 1984, may elect to

participate in either CSRS or FERS.

The Corporation's contribution to the CSRS plan equals the

7 percent of base pay contributed by employees covered by

that system. For those employees covered by FERS, the

Corporation's contribution was 13.7 percent and 13.8 percent of

base pay for 1992 and 1991 respectively. In addition, for FERS-

covered employees, PBGC automatically contributes 1 percent

of base pay to the employee's Thrift Savings account, matches

the first 3 percent contributed by the employee, and matches

one-half of the next 2 percent contributed by the employee.

The retirement plan expenses amounted to $3 million in

both 1992 and 1991.
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Note 3—Investments

Premium receipts are invested in the revolving funds in secu-

rities issued by the U.S. Government.

The trust funds include assets PBGC acquires or expects to

acquire from terminated plans, missed contributions, employer

liability, and investment income thereon. These assets are held

by a custodian bank and are invested in equity securities, fixed-

income securities, and real estate pooled funds.

The basis and market value of the investments by type are

detailed below. The basis indicated is cost of the asset if

acquired after the date of plan termination or the market value

at date of plan termination if the asset was acquired as a result

of a plan's termination.

Investments of Single-Employer Revolving Funds and

Single-Employer Trusteed Plans

(Dollars in millions) September 30,

1992 1991

Market

Basis Value

Market

Basis Value

Fixed maturity securities:

U.S. Government securities $3,290 $3,629 $2,557 $2,752

Commercial paper 3 3 2 2

Corporate bonds 393 420 333 350

Subtotal 3,686 4,052 2,892 3,104

Equities 908 1,235 862 1,092

Real estate funds 114 106 80 91

Insurance contracts 67 115 22 22

Mortgages 92 98 1 1

Foreign securities 38 40 11 12

Total $4,905 $5,646 $3,868 $4,322

Investments of Multiemployer Revolving Funds and

Multiemployer Trusteed Plans

(Dollars in millions) September 30,

1992 1991

Market

Basis Value Basis

Market

Value

U.S. Government securities

Equities

$249 $280
3 2

$204

2

$221

3

Total $252 $282 $206 $224

Assets of Terminated Plans

Pending Trusteeship, at Market, Net

(Dollars in millions) September 30,

1992 1991

Market

Basis Value

Market

Basis Value

U.S. Government securities $13 $13 $ 5 $ 5

Corporate bonds 2 2 25 25

Equities 23 23 366 371

Insurance contracts 27 18 5 5

Cash and equivalents 17 17 12 12

Other 132 132

Total $82 $73 $545 $550

Note 4—Receivables, Net

Receivables, Net: Notes—Financial Assistance

(Dollars in millions) September 30,

1992 1991

Balance at beginning of year, net

Financial assistance advanced

Interest accrued and not paid

Allowance for uncollectible amounts

7 $6

4 2

1 2

(5) (3)

Net receivable $7 $7

The lease receivable, which had a value of $116 million at

September 30, 1992, was sold for approximately $125 million

as of December 31, 1992.

Note 5—Present Value of Future Benefits

The following table summarizes the actuarial charges and

credits that explain how the Corporation's liability changed

from September 30, 1991, to September 30, 1992. In 1992,

PBGC changed its estimates by enhancing computer software

used for the calculations and revised individual assumptions

to better approximate the anticipated experience.

PBGC changed the interest assumptions used for the

September 30, 1992, valuation from those prescribed in the

Valuation of Plan Benefits regulation (29 CFR 2619) to a

twenty-year select interest rate of 7.2% followed by an ultimate

rate of 6.25%. These rates were determined as those needed to

match the survey of insurance company prices provided by the

American Council of Life Insurance (ACLI).
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PBGC changed the healthy life mortality table used from the

UP84 mortality tables prescribed in 29 CFR 2619 to the 1983

Group Annuity Mortality Table with margins (83GAM loaded).

This is the most recent standard mortality table for group annu-

ity business.

The administrative expense assumption was changed from

an implicit reduction in the immediate interest rate to an

explicit formula consisting of (1) an initial case processing

cost of $8,000 per plan (prorated over the first $200,000 of lia-

bility) plus $200 per plan participant, both of which costs are

to be phased out over four years following the date of plan ter-

mination; and (2) a flat 1 percent of total plan liability. PBGC

also derived this formula from the ACLI survey.

The total actuarial charge for changes in method decreased

liabilities by $328 million. Of this, $299 million (or 4 percent of

the PVFB at September 30, 1992) was due to the changes in

assumptions described above.

Because PBGC has not yet completed experience studies on

which to base a determination of best estimate assumptions,

PBGC has relied on the assumptions generally incorporated in

the pricing of private sector group annuities as its best esti-

mate of each individual assumption. The resulting liability rep-

resents PBGC's best estimate of the measure of anticipated

experience under these programs.

Reconciliation of the Present Value of Future Benefits for the Years

Ended September 30, 1992, and September 30, 1991

(Dollars in millions) September 30,

1992 1991

Single-Employer Program

Present value of future benefits,

at beginning of year, net $7,594 $ 4,454

Estimated recovery 251 336

PVFB at beginning of year, gross 7,845 4,790

Net claims for probable

terminations, prior year (776) (1,111)

Actuarial charges

—

underwriting:

Changes in method $ (328) $ (19)

Changes in data and effect

of experience 72 (16)

Total actuarial charges

—

underwriting (256) (35)

Actuarial charges—financial:

Passage of time 427 427

Changes in interest rate 677 513

Total actuarial charges

—

financial 1,104 940

Total actuarial charges 848 905

Terminations:

Current year 769 3,010

Changes in prior year (121) (11)

Total terminations 648 2,999

Benefit payments (634) (514)

Estimated recoveries (272) (251)

Net claims for probable

terminations:

Future benefits 2,700 1,552

Estimated plan assets

available and

recoveries from

employers (1,701) (776)

Total net claims, current year 999 776

Present value of future benefits,

at end of year

—

Single-Employer, net 8,658 7,594

Present value of future benefits,

at end of year—Multiemployer 13 16

Total present value of future benefits,

at end of year, net $8,671 $7,610
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The present value of future benefits for terminated multi-

employer plans reflects benefit payments of $2 million, change

in interest assumption of $1 million, passage of time of

$(1) million, and changes in data and effect of experience of

$(1) million during 1992.

Net Claims for Probable Terminations:

As these claims are estimates, factors that are presently not

fully determinable may be responsible for actual experience

differing from the estimates used. The values recorded in the

following reconciliation table have been adjusted to the

expected dates of termination.

Reconciliation of Net Claims for Probable Terminations

(Dollars in millions) September 30,

1992 1991

Net claims for probable terminations,

at beginning of year

New claims

Actual terminations

Eliminated probables

Change in benefit liabilities

Change in plan assets

Change in expected recoveries

$ 776 $1,111

695
(394) (551)

(20) (2)

(43) 167

56 32

(71) 19

Net claims for probable terminations, at end of year $999 $ 776

Note 6—Present Value of Nonrecoverable Future Finan-

cial Assistance and Losses from Financial Assistance

PBGC provides financial assistance to multiemployer plans

that are insolvent as defined by the Multiemployer Pension

Plan Amendments Act of 1980. The present value of nonrecov-

erable future financial assistance is based on the difference

between the present value of future benefits and the market

value of plan assets of those plans that are expected to require

future nonrecoverable financial assistance. Assets include both

the plan assets as of September 30, 1992, and the present value

of future amounts expected to be paid by plan sponsors.

The losses from financial assistance include the estimated

nonrecoverable future financial assistance and amounts

recorded for uncollectible current financial assistance. An

analysis is done each year of those plans that have received

assistance to determine the required allowance for uncol-

lectible amounts.

Present Value of Nonrecoverable Future Financial Assistance

and Losses from Financial Assistance

(Dollars in millions) September 30,

1992 1991

Balance at beginning of year

Changes in allowance:

Losses from financial assistance

Financial assistance granted (previously accrued)

$42 $33

7 11

(4) (2)

Balance at end of year $45 $42

Note 7—Accounts Payable and Accrued Expenses

The following table itemizes accrued expenses and other lia-

bilities reported in the accompanying Statements of Financial

Condition:

Accounts Payable and Accrued Expenses

(Dollars in millions) September 30,

1992 1991

Due for purchase of securities

Annual leave

Accrued expenses

$ 82 $114

2 2

39 18

Accounts payable and accrued expenses $123 $134

Note 8

—

Contingencies

A. Collins and Page:

The Collins and Page cases were brought against PBGC as

separate class actions. Plaintiffs assert that PBGC should have

guaranteed benefits in plans terminating before September 26,

1980, that were vested or otherwise required under the mini-

mum standards in Title I of ERISA but not under plan terms

and that such benefits are fully guaranteeable rather than sub-

ject to phase-in over a five-year period. (Legislation that took

effect on September 26, 1980, resolved the issue for future

cases.) The two cases have been consolidated and the district

court certified a nationwide class that may include partici-

pants in up to 12,000 terminated plans. In February 1991, the

district court ruled in PBGC's favor, but, in July 1992, the court

of appeals reversed and remanded for a "first instance deci-

sion" by PBGC's Board of Directors. The Board's decision,
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issued December 7, 1992, upheld the denial of the guarantee

in these cases. These cases could have a material financial

impact on PBGC's single-employer program. The cost to

PBGC, including substantial administrative costs, is estimated

at approximately $300 million.

B. LTV:

On January 1, 1991, the restoration of three LTV Steel plans

that were the subject of the 1990 Supreme Court case was

finally implemented, following a district court order enforcing

the Supreme Court's decision.

Under a tentative agreement with LTV and the largest of

LTV's creditor groups, LTV would agree to fund the three

restored plans. As part of tentative overall settlements with

LTV and LTV's major creditor groups, PBGC would provide

contingent value rights (CVRs), which provide limited down-

side protection on LTV's common stock. PBGC's maximum

exposure would be about $96 million. In return, LTV would

give PBGC stock appreciation rights (SARs), which provide

PBGC with uncapped upside potential on the stock. The CVRs

and the SARs will have equal and offsetting value, based upon

a valuation by PBGC's financial advisors. PBGC would also

receive two 28-year zero-coupon bonds, with face amounts of

$454 million and $270 million, for the receivable from the

restored plans and the Republic Retirement Plan. The receiv-

ables have been written down to the present value of the

bonds, which are $17 million and $10 million respectively, on

the assumption that a settlement will ultimately be consum-

mated on these or similar terms.

In addition, PBGC will provide $50 million at confirmation,

which will be contributed to LTV's plans, and one year after

confirmation PBGC will receive LTV common stock worth

$54.3 million at the then-current market price.

C. Reasonably Possible Losses:

There are a number of other possible large single-employer

plan terminations and some multiemployer plans that may

require financial assistance. PBGC estimates that the range of

total unfunded vested benefits on termination of the single-

employer plans that represent reasonably possible losses is

approximately $12 billion to $20 billion. The lower end of the

range ($12 billion) has been calculated as in previous years by

using data obtained from corporate annual reports for fiscal

years ending in calendar 1991. The value reported for liabili-

ties has been adjusted to the then-prevailing immediate inter-

est rate of 6.25%. When available, data has been adjusted to a

consistent set of mortality assumptions. Plans not insured by

PBGC have been eliminated from the data. Since these figures

are generally based on Financial Accounting Standard #87

("Employers' Accounting for Pensions") reporting require-

ments, no provision has been made for the possible failure of

the plan sponsor to make subsequent contributions or for plan

liabilities that would be incurred after that date.

The upper end of the range ($20 billion) has been calcu-

lated for some plans for which the Corporation has access to

more detailed plan and participant information. This additional

information allows the application of more refined estimation

techniques in determining plan underfunding, including the

ability to estimate the effect of termination on early retirement

subsidies, as pointed out in GAO's December 1992 report enti-

tled "Pension Plans: Hidden Liabilities Increase Claims

Against Government Insurance Program." Thus, this number

is virtually always higher than the number derived from pub-

licly available information. The additional effect of shutdown

benefits has not been estimated for either the upper or lower

bound. There also are a number of other sponsors of single-

employer plans with significant unfunded guaranteed benefits

who could, subsequently, qualify for a distress or involuntary

termination if they were to encounter serious financial

difficulty. In addition, the liability for multiemployer plans that

may require financial assistance is approximately $145 million.

No provision has been made in the financial statements for

PBGC's potential liabilities upon termination of such single-

employer or insolvency of such multiemployer plans, since the

likelihood of these liabilities occurring is uncertain and cannot

be estimated with sufficient reliability.
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Note 9—Commitments

PBGC leases its office facility under a commitment that

expires on December 31, 1993. Annual payments on a fiscal

year basis through December 31, 1993, are expected to be:

1993 $5,805,000

1994 $1,523,000

The lease expires on December 31, 1993. PBGC is pursuing

competitive offers for a successor lease.

Note 10—Premiums

For both the single-employer and multiemployer programs,

ERISA provides that PBGC shall continue to guarantee basic

benefits despite the failure of a plan administrator to pay pre-

miums when due. PBGC assesses interest and penalties up to

100 percent for late payment or underpayment (see Note 11).

Premiums for the single-employer program are $19 per partici-

pant for a fully funded plan with an underfunded plan paying

up to an additional $53 per participant based on funding levels.

The multiemployer premium is $2.60 per participant.

Note 13—Investment Income
Investment Income

Note 1 1—Underwriting: Other Income

Other Income

(Dollars in millions) September 30,

1992 1991

Interest income—premiums $ 7 $0
Penalty income—premiums 28
Interest income—employer liability 65 45

Interest income—due and unpaid contributions 8
Other 7 1

Total $115 $46

Note 12—Losses from Completed and Probable

Terminations

Amounts reported as losses are the present value of future

benefits less related plan assets and employer liability. The fol-

lowing table details the components that make up the losses:

Losses from Completed and Probable Terminations

(Dollars in millions) September 30,

1992 1991

Plans terminated:

Present value of future benefits assumed

Less: Plan assets acquired

$648
(1)

$2,999

1,678

Plan asset insufficiency

Less: Estimated recoveries

649
47

1,321

(63)

Subtotal

Changes in provision for probable terminations

602
223

1,384

(335)

Losses $825 $1,049

(Dollars in millions) September 30,

1992 1991

Revolving

Plans Funds &
Pending Trusteed

Trusteeship Plans

Revolving

Plans Funds &
Pending Trusteed

Total Trusteeship Plans Total

Fixed-income securities:

Interest earned

Realized gains flosses)

Unreauzed gains

$4
2

$186
119
151

$190
121
151

$6 $210 $216

(1) 112 111

4 244 248

9 566 575

5 17 22

88 88

3 192 195

Total fixed-income securities

Equity securities:

Dividends earned

Realized gains

Unreauzed gains

456

35
27
78

462

35
29
78

Total equity securities

Other

2
(8)

140
44

142
36

8

2

297

17

305

19

Total investment income $0 $640 $640 $19 $880 $899
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Note 14—President's Budget

The Chief Financial Officers Act of 1990 requires a reconcilia-

tion of expenses as reported on the Report on Operations

(SF-221) to budgetary outlays as reported on the Report on

Budget Execution (SF-133). A few differences appear between

the financial statements and the results reflected in the

President's Budget. These differences are primarily attribut-

able to material events concerning probable terminations and

PBGC's finalization of the values used in calculating the net

claims and actuarial charges.

Statement of Reconciliation to Budget for the Periods

Ended September 30, 1992, and September 30, 1991

Reconciliation of Expenses, Regulatory Reports to Annual Report

(Dollars in millions) September 30,

1992 1991

1. Total expenses $1,366 $1,692

2. Add adjustments for:

a. Benefit funding 648 538

b. Adjustment of undelivered orders (9)

c. Loans issued 4 2

d. Total adjustments added 652 531

3. Less adjustments for:

a. Liability incurred due to plan terminations 602 1,385

b. Provision for probable terminations 223 (336)

c. Actuarial charge for financial assistance 7 v 10

d. Trust fund net loss 471 350

e. Bad debt O 212

f. Total adjustments deducted 1,303 1,621

4. Expended appropriations 715 602

5. Less reimbursements and other income 1,459 1,324

6. Expended appropriations, direct (744) (722)

7. Less change in accounts payable, net (90) 65

8. Budgetary outlays $ (654) $(787)

9. Obligations incurred, net $ (725) $(740)

10. Less change in unpaid obligations, net (71) 47

11. Budgetary outlays $ (654) $(787)

(Dollars in millions) September 30,

1992 1991

Total expenses $1,366 $1,692

Less transfer of trust fund result of operations 471 350

Less adjustment of accounts payable 16

Plus trust fund expenses 883 925

Total expenses $1,778 $2,251

Annual Report:

Underwriting expenses

Financial expenses

$ 666
1,112

$1,302

949

Total expenses $1,778 $2,251
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Actuarial Valuation

PBGC calculated and validated the present value of future

benefits for both the single-employer and multiemployer pro-

grams and of nonrecoverable financial assistance under the

multiemployer program. Methods and procedures basically

are the same as those used in 1991 and have been validated in

the intensive efforts of PBGC and Coopers & Lybrand actuar-

ies and accountants that successfully verified and documented

PBGC's calculations. Among actions:

(1) PBGC's improved computerized programs accurately

calculate and value the full range of participants'

benefits;

(2) PBGC has completely resolved concerns with its par-

ticipant data, valuation procedures, and documentation

of its computer programs and procedures;

(3) PBGC has substantiated its method for valuing benefits

when individual participant data is not available by test-

ing the method on a random sample of plans valued

through the more accurate individual participant

method;

(4) PBGC has implemented an annual checking system to

audit the data and programs; and

(5) PBGC has valued almost 200 additional plans using the

method that calculates the benefits for each of the par-

ticipants.

In addition, PBGC has updated the key assumptions so that

individually they are best estimates and are more consistent

with current market practices in the insurance industry.

Present Value of Future Benefits and
Nonrecoverable Financial Assistance—1992

(Dollars in millions) Number
Number of

of Plans Participants Liability

(000)

I. Single-Employer Program

A. Terminated plans

1. Seriatim at fiscal yearend (FYE) 1,117 107 $ 2,388

2. Seriatim at DOPT, adjusted to FYE 240 34 719

3. Hybrid plans 8

a. Benefits valued seriatim 14 989

b. Benefits valued nonseriatim 54 1,037

4. Nonseriatim 395 113 2,784

5. Rettig Settlement* (nonseriatim) — 3 13

Subtotal 1,760 326 7,931

B. Probable terminations (nonseriatim)
* * 25 88 2,700

Total 1,785 414 10,631

II. Multiemployer Program

A. Pre-MPPAA terminations

1. Seriatim at FYE 10 4 13

2. Seriatim at DOPT, adjusted to FYE

Subtotal 10 4 13

B. Post-MPPAA liability
***

8 6 47

Total 18 10 59

Total liability for single- and

multiemployer programs 1,803 424 $10,690

Note: Numbers may not add up to totals due to rounding.

*The Rettig Settlement refers to the extra benefit liability that PBGC expects to incur

due to a settlement ofa class action lawsuit that increased benefits for some partic-

ipants and provided new benefits to about 3,000 additional participants.

* *The assets for the probable plans, including the expected value of recoveries on

employer liability and due and unpaid employer contributions claims, are

$1,701 million. The net claims for the probable plans reported in the financial

statements also include $20 million for small probable terminations not yet

reported and, thus, the net claims for probables are $2,700 million less

$1,701 million, or $999 million.

***The post-MPPAA plans have assets of$2 million. Thus, the net post-MPPAA liabil-

ity reported in the financial statements is $45 million (see Note 6 to the financial

statements).
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Single-Employer Program

PBGC calculated the single-employer program's liability for

benefits in the terminated plans and probable terminations, as

defined in Note 2 to the financial statements, using a combina-

tion of three methods: seriatim, nonseriatim, and hybrid. For

1,117 plans, representing about 63 percent of the total number

of terminated plans (33 percent of the total participants in ter-

minated plans), PBGC had sufficiently accurate data to calcu-

late the liability separately for each participant's benefit—the

seriatim method. This is an increase of 193 plans (or 21 per-

cent) over the 924 plans valued seriatim last year, reflecting

the priority placed by PBGC on improving its database. For

240 plans whose data were not yet fully automated, PBGC cal-

culated the benefits and liability seriatim as of the date of plan

termination (DOPT) and brought the total amounts forward to

the end of fiscal year 1992.

For 395 other plans, PBGC did not have sufficiently accurate

or complete data to value individual benefits. Instead, the

Corporation used a "nonseriatim" method that brings the liabili-

ties from the plan's most recent actuarial valuation forward to

the end of fiscal year 1992 using certain assumptions and

adjustment factors.

For eight very large plans, PBGC had sufficient data to cal-

culate the liability for retirees using the seriatim method and

the liability for nonretirees using the nonseriatim method—

a

hybrid of the two methods that enhanced the overall accuracy

of the valuation.

For the actuarial valuation, PBGC used a select and ultimate

interest rate assumption (i.e., 7.2% for the first 20 years after

the valuation date and 6.25% thereafter). The mortality

assumptions used for the valuation are: 1) for healthy lives

—

the 1983 Group Annuity Table (83GAM) with margins, with

the 6-year age setback table for females; 2) for disabled lives

not receiving Social Security benefits—the healthy lives tables

set forward 3 years; and 3) for disabled lives receiving Social

Security benefits—the Social Security disability table as

described in the PBGC regulation on Valuation of Plan

Benefits (29 CFR 2619) for persons up to age 65, adjusted to

parallel the 83GAM Table for ages above 65. PBGC assumed

an explicit loading for expenses equal to:

(a) $8,000 per plan (phased in pro-rata for plans with liabili-

ties under $200,000), plus

(b) $200 per participant, plus

(c) 1% of plan liability.

The expense elements (a) and (b) are phased out over the

first four years from the plan's termination.

For non-pay-status participants, PBGC used expected retire-

ment ages, as explained in the Valuation of Plan Benefits regu-

lation. PBGC assumed that participants who had attained their

expected retirement age were in pay status. For participants

who were older than their plan's normal retirement age, were

not in pay status, and were unbeatable at September 30, 1992,

PBGC reduced the value of their future benefits to zero over

the three years succeeding normal retirement age to reflect

the lower likelihood of payment.

Multiemployer Program

PBGC calculated the liability for the 10 pre-MPPAA termina-

tions using the same assumptions and methods applied to the

single-employer program.

PBGC based its valuation of the post-MPPAA liability for non-

recoverable financial assistance on the most recent available

actuarial reports and information provided by representatives of

the affected plans. The Corporation has been informed that 17

multiemployer plans were or could become insolvent. However,

PBGC expected only eight of these plans to need financial assis-

tance because severe industrial declines have left them with

inadequate contribution bases and no alternative except PBGC

assistance. PBGC expected the minimum funding standards

and withdrawal liability provisions to enable the other nine plans

to continue paying benefits without PBGC assistance.
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Statement of Actuarial Opinion

This valuation has been prepared in accordance with generally

accepted actuarial principles and practices and, to the best of

my knowledge, fairly reflects the actuarial present value of the

Corporation's liabilities for the single-employer and multiem-

ployer plan insurance programs as of September 30, 1992.

In preparing this valuation, I have relied upon information

provided to me regarding plan provisions, plan participants,

plan assets, and other matters, which are detailed in a com-

plete Actuarial Report available from PBGC.

In my opinion, (1) the techniques and methodology used for

valuing these liabilities are generally acceptable within the

actuarial profession; (2) because PBGC has not yet completed

experience studies on which to base a determination of best

estimate assumptions, I have relied upon the assumptions

generally incorporated in the pricing of private sector group

annuities as my best estimate of each individual assumption;

and (3) the resulting total liability represents my best estimate

of the measure of anticipated experience under these programs.

anJJoL

Ronald Gebhardtsbauer, FSA, EA

ChiefActuary, PBGC

Member, American Society ofPension Actuaries

Member, American Academy ofActuaries

A complete actuarial valuation, including additional actuarial data tables,

is availablefrom PBGC upon request.
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Financial Summary

(Dollars in millions)

Single-Employer Fund 1992 1991 1990

Year Ended September 30,

1989 1988 1987 1986 1985 1984

Summary of Operations:

Premium income $ 876
Other income*

Investment and other

income (losses)

Actuarial charges (credits)

Losses (gains) from

completed and probable

terminations*

Administrative and

114

609
848

825

45

854

905

1,049

(109)

181

941

387

362

163

5

359

58

261

87

262

524

(1,872) 2,407

129

383

658

30

(23)

42

1983

$ 741 $ 659 $ 603 $ 465 $ 268 $ 201 $ 82 $ 80 $ 81

188

266

167

investment expenses 99 71 63 45 48 36 33 33 30 27

Other expenses 212 162

Net income (loss) (173) (597) (789) 420 5 2,278 (2,501) (863) 61 (191)

Summary of

Financial Position:

Cash and investments* 5,884 4,553 2,408 2,356 1,817 1,728 1,410 954 832 759

Total assets* 6,300 5,413 2,797 3,059 2,422 2,163 1,740 1,155 1,063 1,085

Present value of

future benefits, net* 8,658 7,594 4,476 3,984 3,806 3,629 5,492 2,447 1,497 1,570

Accumulated deficit (2,683) (2,510) (1,913) (1,124) (1,543) (1,549) (3,826) (1,325) (462) (523)

Insurance Activity:

Benefits paid 634 514 369 353 357 300 261 170 169 137

Participants receiving

monthly benefits at

end of year 150,200 140,100 110,380 106,770 110,300 109,700 90,750 74,800 64,700 55,400

Plans trusteed and

pending trusteeship 1,760 1,644 1,558 1,501 1,455 1,376 1,315 1,191 1,118 1,021

*Certain items have been reclassified to conform with present year classification. Data for reclassification is not available for periods prior to 1990.
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Financial Summary

(Dollars in millions)

Multiemployer Fund 1 992 1991 1990

Year Ended September 30,

1989 1988 1987 1986 1985 1984 1983

Summary of Operations:

Premium income '

Other income*

Investment and other income

Actuarial charges (credits)

Losses (gains) from financial

assistance

Administrative and investment

22 $ 23 $ 21 $ 20

1 1 1 —
31 45 13 16

(1) 3 1 1

$ 17 $ 17

11 23

7

3

(6)

3

2

(9)

$15

14

1

$14

9

3

$12

3

1

$13

7

2

20

expenses 2 3 3 3 4 4 3 3

Net income (loss) 48 55 9 31 24 24 18 10 11 (5)

Summary of

Financial Position:

Cash and investments* 292 245 183 154 122 106 92 72 53 45

Total assets 302 254 190 161 129 114 98 78 61 52

Present value of

future benefits 13 16 15 17 19 19 20 22 22 25

Nonrecoverable future

financial assistance,

present value 45 42 33 11 11 19 29 25 19 19

Accumulated surplus 235 187 132 123 92 68 45 27 17 6

Insurance Activity:

Benefits paid 2 2 2 3 3 3 3 4 4 4

Participants receiving

monthly benefits

from PBGC
at end of year 1,760 1,990 2,170 2,310 2,500 2,800 3,250 3,100 3,400 3,500

Plans receiving financial

assistance from PBGC 6 5 3 3 3 6 5 3 2 2

^Certain items have been reclassified to conform with present year classifications. Data for reclassification is not available for periods prior to 1990.
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The Pension Benefit Guaranty Corporation (PBGC) protects the pensions of

nearly 41 million Americans in about 66,000 private defined benefit pension plans,

including about 2,000 multiemployer plans. These pension plans provide a speci-

fied monthly benefit at retirement, usually based on salary or a stated dollar

amount and years of service. The Employee Retirement Income Security Act of

1974 (ERISA) established PBGC as a federal corporation and set forth its mission:

encourage the growth of private pension plans,

pay timely and uninterrupted pension benefits, and

maintain pension insurance premiums at the lowest level consistent

with carrying out its legal obligations.

PBGC receives no funds from general tax revenues. Operations are financed by insur-

ance premiums set by the Congress and paid by sponsors of defined benefit plans, invest-

ment income, assets from pension plans trusteed by PBGC, and recoveries from the compa-

nies formerly responsible for the trusteed plans.

PBGC management is committed to protecting the pension benefits of workers and

retirees, providing quality and timely services to participants, and strengthening the

Corporation's management of resources.



Highlights
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PBGC's deficit in its insurance program for single-employeVpTa~ns~,u "'~~

increased by $160 million. The deficit of nearly $2.9 billion reflects assets

of $8.4 billion and liabilities of about $11.3 billion.

The multiemployer program again recorded financial gains that added to

its positive fund balance.

Benefit payments rose to new levels as, by yearend, PBGC was paying

about $60 million a month to 158,400 people.

Premium income increased reflecting the higher rate paid by pension plans

with growing underfunding and heightened collection efforts. PBGC took a

major step toward a modernized premium accounting system by initiating

the design, development, and implementation of a new automated system.

Investment returns of more than $1.6 billion offset actuarial charges

totalling more than $1.5 billion as the values of PBGC's assets and liabili-

ties responded sharply to the decline in interest rates.

(Dollars in millions) 1993 1992 Change

Single-Employer and Multiemployer Programs Combined

Summary of Operations
Premium Income $ 913 $ 898 2%
Loss from Plan Terminations $ 894 $ 896 0%
Investment Income $ 1,645 $ 641 157%
Actuarial Charges $ 1,531 $ 847 81%

Insurance Activity
Benefits Paid $ 722 $ 636 14%
Participants in Terminated and
Multiemployer Plans:
— Retirees 158,400 152,000 4%
— Future Retirees 188,000 184,000 2%
— Total 346,400 336,000 3%
Participants in Probable Terminations 94,000 88,000 7%
Total Participants 440,0C 424 :'i 4%
New Underfunded Terminations 88 118 -25%
Trusteed Plans (cumulative) 1,858 1,770 5%

Financial Position
Single-Employer Program

Total Assets $ 8,421 $ 6,381 32%
Total Liabilities $ 11,318 $ 9,118 24%
Net Loss $ (160) $ (234) -32%
Accumulated Deficit $ (2,897) $ (2,737) 6%
Multiemployer Program

Total Assets $ 407 $ 283 44%
Total Liabilities $ 131 $ 114 15%
Net Income $ 107 $ 6 1,683%
Equity $ 276 $ 169 63%



Chairman's Message

American workers and retirees can rest easy because their retirement

income is protected by the Pension Benefit Guaranty Corporation.

The agency is paying monthly benefits to almost 160,000 retirees and

has ample funds to pay benefits for many years.

Yet, PBGC is faced with a long-term problem created by continued growth in pen-

sion underfunding. Although concentrated in a relatively small number of companies

and industries, underfunding in single-employer plans has steadily increased over the

last decade.

The majority of retirees receive all their benefits if PBGC has to step in, but there

are limits to its coverage. We must take all necessary steps now to make sure their

hard-earned pensions are safe and secure.

It is simple common sense to deal with the problem of underfunded pensions

while it is still manageable. The Administration's comprehensive package of legisla-

tive reforms—the Retirement Protection Act—will do that. These reforms offer a rea-

sonable and balanced approach that will strengthen the defined benefit system and the

insurance program that backs it.

Protection of retirement benefits is imperative. I urge the Congress to enact these

reforms.

wwfs.jttL
Robert B. Reich

Secretary of Labor

Chairman of the Board



Executive Director's Report

Through legislative reform and effective management, we are working

to assure a sound insurance program and retirement security for

American workers and retirees.

Benefit protection was an early priority of the Administration as Secretary of Labor

Robert Reich convened an interagency Task Force to examine concerns that had been raised

about pension protection and PBGC. The Task Force concluded that the defined benefit

pension system is generally strong and well-funded. Moreover, PBGC is not in any immedi-

ate financial danger. The agency has substantial assets and sufficient revenues to continue

making benefit payments for a long time. However, a serious long-term problem does

exist—the persistent and growing underfunding in some single-employer pension plans.

Pension Funding Reforms

The mounting underfunding in single-employer plans—totalling about $53 billion in

1992—puts workers and retirees at risk because PBGC guarantees do not cover all benefits.

The twin problems of pension underfunding and PBGC's deficit are manageable if

we act now. The key is passage of the Retirement Protection Act, the Administration's

comprehensive package of legislative reforms. These reforms will reduce plan under-

funding, increase premiums for plans that pose the greatest risk, enhance PBGC's

authority to ensure plan funding, and provide workers with more information about

their retirement plans. Our pension reforms represent a fair and effective solution to

the problem of pension underfunding. They will result in marked steady improvement

in the funding of currently underfunded plans and assure that benefit promises, once

made to workers, are kept.

Early Warning Program
While legislation is needed to address the broader problem of pension under-

funding, PBGC moved ahead with other efforts to protect participants in underfund-

ed plans. We are achieving promising results in our "early warning program,"

through which we are closely monitoring about 300 companies, each with $25 mil-

lion or more in pension underfunding. Under this program, PBGC looks for transac-

tions or events that may be harmful to plan participants or to PBGC so that we may
proactively negotiate protection with the plan sponsor that will strengthen the plan

and keep it ongoing.

PBGC has already negotiated a number of sizeable settlements that greatly

enhanced benefit security for plan participants. In 1993, for example, we negotiat-

ed settlements with five companies that provided $140 million in increased protec-

tion for ongoing plans. These settlements prevented termination of the affected

plans and the harsh consequences that termination often brings to plan sponsors

and plan participants.

%m



Effective Management
Secretary of Labor Reich charged us with seeing that PBGC is a well-managed

agency. PBGC exists to assure workers' retirement income security. With that as our

guide, we established several overall goals for our management of the pension insur-

ance program. We must carefully manage our finances and provide the best possible

service to participants who look to the agency for their pension benefits, and we must

deliver that service efficiently. The demand for PBGC services is high and growing,

with 1,858 terminated plans now or soon to be in PBGC's care. About 158,000 retirees

already are receiving benefits from PBGC, and another 188,000 people will begin receiv-

ing benefits when they retire in the future.

We selected an experienced, highly capable management team to ensure

dynamic, effective administration of the pension insurance program. William Pos-

ner, formerly a senior executive at the Internal Revenue Service, accepted the posi-

tion of Deputy Executive Director and Chief of Operations. Ellen A. Hennessy, a

nationally respected attorney with extensive knowledge of benefits law, assumed

the position of Deputy Executive Director and Chief Negotiator. N. Anthony Cal-

houn, who had served in executive financial management positions in both the pri-

vate and public sectors, became the agency's Deputy Executive Director and Chief

Financial Officer. John Seal, who has directed management at two federal agencies,

became PBGC's first Deputy Executive Director and Chief Management Officer,

with direct control over PBGC's per-

sonnel and administrative depart-

ments. William M. DeHarde, with pre-

vious PBGC management experience,

was appointed Deputy Executive

Director and Chief of Staff. Judy Schub,

formerly a senior legislative coordina-

tor for the American Association of

Retired Persons, assumed the position

of Assistant Executive Director for Leg-

islative Affairs.

PBGC's new management team

faced certain critical management issues

immediately upon taking office. These

included resolution of the agency's long-

standing financial management prob-

lems, which have been detailed in recent

audit reports issued by the General

Accounting Office (GAO), and deter-

mining whether changes were needed to

improve organizational efficiency con-

sistent with the Administration's

emphasis on reinventing government.

(left to right) Judy Schub, Assistant Executive Director for PBGC has made significant prog-
legislative Affairs; K Anthony Calhoun, Deputy Execu-

premium operations,
twe Director and Chief Financial Officer; and Ellen A. r r

Hennessy, Deputy Executive Director and Chief Negotiator expanded collection efforts produced

4
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payments of more than $50 million in

delinquent premiums and related amounts

due. We are currently billing premiums

on a monthly basis. In addition, we
began modernization of the automated

premium accounting system. We antici-

pate system design and development to

be completed by mid-1994 and imple-

mentation of the new system is targeted

for the end of the year. We also are

pleased that GAO completed its first

audit of PBGC's financial statements and

reported that PBGC's 1992 statement of

the financial condition of PBGC's single-employer plan insurance program was reli-

able in all material respects.

We established an employee committee to study whether greater efficiency and

productivity might result through organizational and procedural changes. The review

team found that opportunities existed to improve operations and provide more effec-

tive customer service. Actions are underway to implement the group's recommenda-

tions, including a major reorganization of insurance operations to institute more effi-

cient team processing of plan terminations and delivery of participant services. The

changes are expected to empower front-line employees with more authority and

responsibility, improve their performance and productivity, and result in better, faster

service to participants.

Service to Participants

Quality and timely service to the plan participants who rely on PBGC for their

pensions is one of our foremost objectives. We are working to provide easier access

to PBGC and more timely and accurate benefit payments through state-of-the-art

technology. We accelerated efforts to install a computerized document storage and

retrieval system that will end our reliance on paper files and enable faster, more

accurate responses to participant inquiries. We expect to complete our conversion

of more than 5 million pages of plan and participant records to computerized

images by the end of calendar year 1994.

A major innovation this year was a pilot information program to help workers and

retirees whose pensions are underfunded become more knowledgeable about their

pensions and how PBGC's guarantees relate to their retirement benefits. The "Know
Your Pension" program, targeted initially to parts of Ohio and Pennsylvania, will be

evaluated after a trial period for expansion to other areas. We also instituted a new
"participant locator service" to find participants to whom we owe future benefits that

we will not be able to pay for lack of a current address.

Late in the year, PBGC established an internal task force to examine and recom-

mend solutions to policy issues affecting benefit payments, benefit entitlements, and

selected special subjects such as penalties on delinquent premium payments. The

group is seeking practical, cost-effective ways to ease burdens and eliminate unneces-

sary procedures for plan participants and others served by PBGC.



Outlook
We have taken major strides this year toward our goal of building a financially

sound, service-oriented, and well-managed pension insurance program. However,

neither the future of the program nor the retirement security of the people we protect

will be assured until we have closed the gap in pension funding. The Administra-

tion's proposed legislative reforms represent a firm, yet balanced approach that will

reduce underfunding and assure benefit security. These reforms will also stabilize

PBGC's financial condition and help us eliminate PBGC's deficit. It is our hope that,

by strengthening pension funding and the insurance program, we will also restore

confidence in defined benefit pension plans and our retirement system.

It is unthinkable that people who have earned retirement benefits should not

receive them. We must act now to assure them that their pensions are safe.

SjZ^Gc

Martin Slate

Executive Director



Growing Underfunding

Taken as a whole, the defined benefit pension system insured by PBGC is

strong and well-funded. Most PBGC-insured plans are fully funded.

Nevertheless, pension underfunding is a chronic and growing problem.

Current Exposure

The fact that a plan is underfunded does not mean that a participant's benefits are

jeopardized or that the pension insurance program is at serious risk. However, if the

plan's sponsor becomes financially troubled, that underfunding threatens participants

with the loss of benefits not covered by the PBGC guarantee and also poses a long-

term threat to PBGC
PBGC estimates that total underfunding in single-employer plans insured by

PBGC increased to $53 billion as of December 31, 1992, from the $38 billion reported

for the end of 1991. These underfunded plans had total assets of $182 billion and total

liabilities for vested benefits of $235 billion.

Our estimate of underfunding in single-employer plans does not reflect

increases in underfunding that typically occur in plans of troubled compa-

nies as they minimize their pension contributions and pay valuable early

retirement benefits that result from increased layoffs and plant shutdowns.

In most cases, by the time an underfunded plan is terminated, the under-

funding that PBGC is obligated to make up with its premium funds will have

increased substantially.

After adjusting for inflation, underfunding in single-employer plans has

nearly doubled from $27 billion in 1987 to $53 billion in 1992 and has

increased four-fold over the last decade. This underfunding is concentrated in

a relatively small number of companies. Approximately 72 percent of the

underfunding (about $38 billion) is concentrated in single-employer plans

sponsored by just 50 companies, primarily in the steel, automobile, tire, and

airline industries.

From 1991 to 1992, underfunding

decreased in some plans and increased

in others. The primary reason for

increases in underfunding was the fall of

interest rates to historically low levels,

but, at the same time, funding by many

companies did not keep pace with grow-

ing liabilities because of weaknesses in

the law.

In order to measure how much of

the current underfunding may result in

future claims, PBGC categorizes under-

funding into three loss contingency

Growth of Underfunding
Single-Employer Plans
(Dollars in billions)
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classifications that follow generally accepted accounting principles and are based on

the financial condition of plan sponsors. The classifications are: probable, reasonably

possible, and remote.

Probable claims are those that are likely to occur and PBGC estimates and records

them as liabilities as they are determined, as required by financial accounting stan-

dards. Sound accounting practices require the inclusion of these claims.

Approximately one-fourth of the $53 billion underfunding (about $13 billion based

on public information obtained from corporate annual reports) is in plans maintained by

companies that had below-investment-grade bond ratings as of September 30, 1993, and

present a risk to the insurance program and to participants with nonguaranteed benefits.

These plans are included in PBGC's reasonably possible claims.

About three-fourths of the $53 billion in single-employer plan underfunding is in

plans sponsored by financially sound firms. These are categorized as remote claims.

Pension underfunding in these plans is not presently a risk to participants or PBGC.

Financial Forecasts

Section 4008 of ERISA requires that PBGC annually provide an actuarial evalua-

tion of its expected operations and financial status over the next five years. PBGC his-

torically has extended these forecasts to cover 10 years.

PBGC's forecasts are subject to significant uncertainty since the amount of PBGC's

future claims depends on many factors, including current underfunding among

insured plans, any further erosion in funding, bankruptcies among plan sponsors, and

recoveries from those bankrupt sponsors. These factors are influenced by future eco-

nomic conditions, investment results, and the legal environment that the Congress and

the courts create for PBGC's insurance program. Over the longer term, PBGC also will

be affected by labor force trends, global trade, and employers' preferences for the vari-

ety of pension plans available.

PBGC's current methodology for the 10-year forecasts relies on extrapolation of

the agency's claims experience and the economic conditions of the past two decades.

As a result, the forecasts do not reflect a full set of economic conditions and do not

measure the high degree of uncertainty surrounding PBGC's future claims. To address

the limitations of the forecast methodology, PBGC is developing a simulation model,

called the Pension Insurance Management System (PIMS), to examine its financial con-

dition under a full range of economic scenarios.

Ten-Year Forecasts: PBGC has prepared three 10-year forecasts (A, B, and C)

using its current methodology to give a long-term view of the expected status

under different loss scenarios. PBGC expects its history of significant annual vari-

ations in losses to continue.

Forecast A is based on the average annual net claims over PBGC's entire history

($505 million per year) and assumes the lowest level of future losses. Forecast A

projects a steady reduction in PBGC's deficit to $1.9 billion at the end of 2003.

Forecast B, which assumes the mid-level of future losses, is based on the

average annual net claims over the most recent 12 fiscal years ($695 million per

year). PBGC began incurring significantly larger claims in 1982. Under Forecast B,

PBGC's projected deficit would grow to $5.0 billion by the end of the 10-year

period.



Forecast C reflects the potential for heavy losses from the largest underfunded

plans by assuming that all the plans with the $13 billion of underfunding that repre-

sent reasonably possible losses will terminate uniformly over the next 10 years in

addition to a modest number of lesser terminations each year. This highly pes-

simistic forecast assumes $1.2 billion of net claims each year. (Reasonably possible

losses are discussed in Note 9 to the financial statements.) This forecast projects

continued growth of PBGC's deficit throughout the 10-year period to $13.8 billion.

The three 1993 forecasts share several assumptions. All are based on current law

and do not reflect the Administration's reform proposal. Projected claims are in 1993

dollars. The present value of future benefits is valued using actuarial assumptions con-

sistent with assumptions used to value the present value of future benefits on the finan-

cial statements as of September 30, 1993. Assets were projected to grow at 5.66% annu-

ally Benefits for plans terminating in the future are assumed to grow at 5% annually

until termination, and the number of participants in insured plans is assumed to remain

constant. Assumed administrative expenses through 1999 are consistent with the 1995

Budget submitted by the President and are projected to grow 5% each year thereafter.

Single-employer premium income is assumed to remain relatively constant at about

$1 billion per year over the 10-year forecast period. Plan funding ratios are assumed

to increase at one-half of one percent per year from historical averages and recoveries

from plan sponsors are assumed to be constant at 10% of plan underfunding. (More

detail on the assumptions is available from PBGC.)



Retirement Protection Reforms

Early in the new Administration, Secretary of Labor Robert Reich convened an

interagency Task Force to study pension protection and PBGC. The Task

Force, which included high-ranking representatives of the National Economic

Council, the Office of Management and Budget, and the Departments of the Trea-

sury, Commerce, and Labor, as well as PBGC, intensively examined all facets of plan

funding, benefit protection, and PBGC insurance. The group included pension, eco-

nomic, and financial experts and drew heavily from views of outside pension

experts, labor and business leaders, and representatives of participant groups to

assure that the full implications of any changes were considered.

The Task Force found that, while PBGC is not in any immediate financial danger,

the persistent and growing underfunding in single-employer plans poses a long-term

threat to plan participants and to PBGC. The Administration recognized that this

problem would be manageable if dealt with now and, therefore, developed a compre-

hensive and balanced set of legislative reforms to improve pension funding, address

PBGC's deficit, and assure retirement security for America's workers and retirees.

Following Secretary Reich's announcement of the Administration's Retirement Pro-

tection Act on September 30, 1993, the bill was introduced (as H.R. 3396) in the U.S.

House of Representatives by Education and Labor Committee Chairman William Ford

and Ways and Means Committee Chairman Dan Rostenkowski. An identical bill was

introduced in the U.S. Senate (S. 1780) by Finance Committee Chairman Daniel Moynihan.

If enacted, the Administration's proposed reforms would strengthen funding

rules and accelerate funding for underfunded single-employer plans, enhance

PBGC's authority to assure compliance with funding rules, broaden disclosure of

information to participants, and increase PBGC premiums for severely underfunded

single-employer plans. The reforms are expected to substantially improve funding of

underfunded plans within 15 years and eliminate PBGC's deficit within 10 years,

based on past PBGC experience.

Pension Funding Reforms

The proposals would strengthen the funding rules and accelerate funding for

underfunded single-employer plans through several changes. Employers would not be

allowed to use certain credits or other offsets to lessen minimum funding payments.

Uniform interest and mortality assumptions would be required for calculating mini-

mum funding contributions. The proposals also would strengthen the funding formu-

la so that benefit improvements would be funded over a shorter period. A new plan

solvency rule would reduce the possibility that plans will run out of money by requir-

ing employers to contribute enough to ensure plans have sufficient liquid assets to pay

three years of benefits. The proposals include transition rules to ease the impact of the

new requirements, and they would remove some current impediments to funding that

discourage employers from fully funding their plans.
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Compliance Reforms

The reforms would enhance PBGC's compliance authority and strengthen its abili-

ty to protect pensions by enabling PBGC to seek judicial relief short of plan termina-

tion when corporate transactions, such as break-ups of controlled groups, threaten the

future funding of pensions. The proposals would establish new reporting require-

ments for employers with significantly underfunded plans and their controlled group

members to ensure that PBGC has adequate information. In addition, PBGC would be

provided authority to enforce minimum funding requirements, plans would be able to

file claims against liquidating sponsors or controlled group members without termina-

tion, and employers would be prohibited from increasing benefits in underfunded

plans during bankruptcy. The proposals also would improve PBGC's current authority

to file liens against employer assets for missed contributions.

Participant Reforms

To assure that participants have understandable information about their plan and

their benefits, the Administration's proposals would require employers maintaining

underfunded plans to provide participants with an annual plain-language explanation

of their plan's funding status and the limits on PBGC's guarantee. In addition, PBGC
would serve as a clearinghouse for participants who cannot be located upon termina-

tion of a fully funded plan. In these circumstances, the employer would have to pur-

chase an annuity contract and notify PBGC of this action or transfer sufficient assets to

PBGC to pay the participants' benefits once the participants are found or contact PBGC.

Premium Reforms

As part of its comprehensive approach to improve funding incentives, the Admin-

istration is proposing to increase premiums for those underfunded plans that pose the

greatest risk by phasing out the current $53 cap on PBGC's variable-rate premium over

three years. The vast majority of employers who adequately fund their plans will not

be asked to pay more. The change in premiums will be borne only by the small minori-

ty of employers who maintain significantly underfunded plans, and the phase-out

period will allow them time to adjust to the change.

Bankruptcy Reforms

Some companies undergoing reorganization in bankruptcy have been able to

avoid making their annual pension funding contributions because funding require-

ments specified in ERISA and the Internal Revenue Code are not explicitly included in

the Bankruptcy Code. In some cases, courts have ruled that pension contributions are

not necessary business expenses and need not be made.

To ensure that companies in bankruptcy make their annual pension payments, the

Administration is supporting provisions, or modifications, of separate legislation

before the Senate—the Bankruptcy Amendments Act of 1993 (S. 540)—that would

amend the Bankruptcy Code. These reforms would clarify that minimum funding con-

tributions becoming due after bankruptcy proceedings have begun are an ordinary

and necessary administrative expense that must be paid before the company emerges

from bankruptcy. The proposals would also require sufficient minimum funding con-

tributions be made during the bankruptcy to keep the plan from running out of money

and would allow PBGC to be a member of creditors' committees.

11



Enforcement

Through diverse means that included monitoring of companies with substan-

tially underfunded plans, negotiations, and litigation, PBGC pressed forward

with its enforcement efforts to stem benefit losses from termination of under-

funded plans and assure the retirement security of workers and retirees. The year was

marked by the successful emergence of The LTV Corporation from bankruptcy, with

its previously contested pension plans intact, and by a number of other significant

cases as well.

Early Warning Program
While most of PBGC's workload arises upon termination of underfunded plans, the

agency has initiated a program that seeks to proactively identify and address concerns

about large underfunded plans in ways that will strengthen the plans and keep them

ongoing. Under PBGC's "early warning program," in-house financial analysts and actu-

aries closely monitor about 300 companies whose significantly underfunded plans repre-

sent over 80 percent of the total underfunding in PBGC-insured single-employer plans.

Through analysis of company financial statements, government reports, actuarial

valuations, and public announcements of major transactions, PBGC staff evaluate the

risk that a plan may terminate in the future and seek to identify transactions or events

that may adversely affect a plan and its participants. PBGC then negotiates appropriate

protection for the plan with the plan sponsor to strengthen the plan and keep it ongo-

ing. Such protection may include cash contributions, security, or funding guarantees.

During 1993, this monitoring effort enabled PBGC to negotiate agreements with

five companies that provided $140 million in increased protection for participants of

their underfunded plans and kept the plans in operation.

Litigation

The early warning program is only part of PBGC's overall efforts to seek improve-

ments in funding of underfunded plans and to prevent or minimize losses from pen-

sion underfunding, both for plan participants and the pension insurance program.

When possible, PBGC attempts to negotiate settlements of its losses from terminated

underfunded plans with the companies responsible for those plans. If a settlement can-

not be reached, PBGC litigators move forward in federal courts throughout the country.

At the end of the year, PBGC had 146 active cases in federal courts, about the same

as in 1992. PBGC also had 978 uncontested bankruptcy cases, nearly 25 percent more

than one year earlier.

Major Single-Employer Cases

The past year saw the conclusion of several of PBGC's largest cases, as The LTV

Corporation, Continental Airlines, and Trans World Airlines all began to consummate

their agreements with PBGC and emerged from bankruptcy reorganizations. Negotia-

tions and litigation continued in a number of other major cases.

12



The LTV Corporation: LTV emerged from bankruptcy on June 28, 1993. The com-

pany's plan of reorganization included an agreement, finalized earlier in the year,

with PBGC under which LTV immediately contributed $787 million in cash to three

underfunded LTV Steel pension plans as part of a nearly $2 billion initial infusion to

the plans. That payment began the process of eliminating the plans' underfunding of

$3 billion based on a 28-year payment schedule.

Also as part of the agreement, the district court approved a request by PBGC, LTV,

and LTV's creditors to vacate prior court decisions on the amount and priority of

PBGC's bankruptcy claims.

As a result of the settlement, LTV's pension plans remain ongoing and approxi-

mately 100,000 participants, including nearly 60,000 retirees, are receiving full benefits.

PBGC will monitor the plans closely as LTV goes forward and continues the necessary

funding of the plans.

Eastern Air Lines/Continental Airlines: As part of Continental's bankruptcy

reorganization in April 1993, the airline and PBGC finalized an agreement that settled

Continental's joint-and-several liability for unpaid contributions of approximately

$58 million due the terminated Eastern Air Lines pension plans and approximately

$700 million in unfunded pension liabilities. The agreement also provided additional

protection for Continental's ongoing pension plans. Continental and its subsidiaries

had been part of Eastern's group of commonly controlled companies. PBGC received

more than $21 million in cash, an airplane trust worth $70-75 million, and approxi-

mately 5 percent of the new Continental common stock. Continental's pension plans

also received an extra contribution of $10 million of new Continental stock to protect

the pensions of Continental's employees.

Trans World Airlines (TWA): TWA's emergence from bankruptcy in November

1993 followed the settlement reached in early January between PBGC, TWA, the air-

line's creditors and unions, and Carl Icahn, the former owner of TWA. That agreement,

negotiated in 1992 and signed in early January 1993, resolved Mr. Icahn's and TWA's

liabilities for TWA's two defined benefit pension plans, which were underfunded by

about $1 billion as of December 1992.

Under the agreement, Mr. Icahn provided TWA with $200 million in financing and

relinquished control of the airline to its employees and creditors. TWA's pension plans,

which are ongoing but with no benefit accruals, were assumed by Pichin Corporation,

an Icahn company that will be responsible for minimum funding payments to the

plans. The annual funding will be provided in part by TWA through payments on

secured 15-year notes totalling $300 million. The balance of the required payments to

the plans, up to a total of $200 million, will be made by another Icahn company. If the

plans terminate in the future, payments on the minimum funding obligations would

cease and, instead, PBGC will receive the balance of the TWA notes, as well as annual

payments totalling $240 million from Mr. Icahn's group of companies. All of TWA's

and Mr. Icahn's commitments under the agreement are secured.

Astrum International (formerly E-II Holdings, Inc.): In a case demonstrating the

value of PBGC's early warning program, Astrum responded to early PBGC action with

measures that protect the pensions of 19,000 workers and retirees from two affiliated

companies. Astrum had planned a reorganization in bankruptcy that would have

'••'-•>;
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relieved it of liability for the pension plans of two related companies, which were

underfunded by as much as $40 million. PBGC successfully intervened to negotiate

protection for the plans prior to conclusion of the bankruptcy proceeding. The result-

ing agreement assures continued funding of, and Astrum's continued secondary liabil-

ity for, the plans which will remain in operation.

Lone Star Industries, Inc.: PBGC reached an agreement with the bankrupt Lone

Star regarding the company's 10 pension plans, which are underfunded by a total of

about $73 million. Under the agreement, which still needs bankruptcy court approval,

Lone Star would contribute up to $13 million to the plans over and above its minimum

required contribution. In addition, PBGC will receive security valued at a minimum of

$30 million to protect against future termination of the plans.

Collins v. PBGC; Page v. PBGC: In these consolidated class-action suits, the plain-

tiffs—participants in plans that terminated before September 26, 1980, without having

been amended to adopt ERISA's minimum vesting standards—sought a court ruling

requiring PBGC to guarantee their benefits as if their plans had been amended. PBGC

had determined at the time their plans terminated that only those benefits vested

under the express terms of their plans were guaranteeable. PBGC and the plaintiffs

were discussing a settlement as the year ended.

CF&I Steel Corporation: PBGC has been seeking recovery on its claims for a CF&I

plan that was underfunded by about $220 million when terminated in March 1992.

Under CF&I's consensual plan of reorganization confirmed early in the year, PBGC

will receive a share of liquidation proceeds that will include a limited partnership

interest in the business that was transferred to new owners by an asset sale, and may

include cash and other consideration. PBGC's preliminary estimate of the total value

of the potential recovery is about $33 million. PBGC may recover additional amounts

depending on the outcome of its appeal of bankruptcy court rulings on its claims.
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White Consolidated Industries, Inc.: PBGC has been seeking to establish White's

liability for the estimated $120 million underfunding in several pension plans trans-

ferred in a 1985 transaction with Blaw Knox Corporation. PBGC alleged that a princi-

pal purpose of White in entering into the transaction was to evade the pension liabili-

ties. PBGC terminated two of the plans, with total underfunding of about $97 million,

when they ran out of money. Although a district court denied White's liability for the

plans, an appellate court reinstated PBGC's lawsuit against White. The U.S. Supreme

Court denied White's petition for review and the case continues in district court.

New Valley Corporation (formerly Western Union Corporation): New Valley,

which sponsors one pension plan that is underfunded by about $470 million, has been

in bankruptcy since November 1991. Both New Valley and its unsecured creditors have

proposed separate reorganization plans. PBGC is actively negotiating to ensure that the

pension plan will be adequately protected under any reorganization proposals.

Pan Am Corporation: By yearend, PBGC's bankruptcy claims against Pan Am for

$914 million of unfunded benefits and $350 million in contributions owed to three ter-

minated Pan Am pension plans were still unresolved. Court hearings on PBGC's

claims and related issues were postponed until April 1994.

Wean, Inc.: PBGC pressed bankruptcy claims totalling about $121 million against

Wean that included $13 million for Wean's underfunded pension plans and $108 million

for a now-terminated underfunded plan that Wean had transferred to United Engineer-

ing and Foundry, Inc. PBGC asserts that one of Wean's principal purposes of the transac-

tion was to evade liability to PBGC for the United Engineering plan. PBGC settled its

claims against United Engineering and continues to pursue an agreement with Wean.

Multiemployer Litigation

In June 1993, the U.S. Supreme Court upheld PBGC's position in two important

multiemployer plan cases. In Concrete Pipe & Products v. Construction Laborers Pension

Trust, an employer challenged a multiemployer plan's assessment of withdrawal liabili-

ty on several constitutional grounds. The Court unanimously held that the statutory

presumption of correctness given in withdrawal liability arbitrations to plan trustee

determinations does not deprive employers of procedural due process. The Court also

agreed with PBGC that the assessment of withdrawal liability against the employer was

neither a denial of substantive due process nor a "taking" without just compensation.

This significant ruling upholds the constitutionality of the withdrawal liability provi-

sions of ERISA. The enactment of these provisions has led to a substantial increase in

the funding status of multiemployer plans and a positive fund balance in PBGC's mul-

tiemployer plan insurance fund.

The Supreme Court also unanimously held in Local 144 Nursing Home v. Demisay

that, when companies leave a multiemployer plan and set up a new one for their

employees, federal courts do not have authority under the Labor-Management Rela-

tions Act to order a corresponding transfer of assets between the two plans. The Court

remanded the case for an appellate court determination whether ERISA requires such

an asset transfer. A ruling that multiemployer plans must transfer assets to plans estab-

lished by withdrawing employers could have created an incentive for employers to

withdraw from multiemployer arrangements, thereby weakening multiemployer plans.
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Finally, in Connors v. Incoal, an appel-

late court agreed with PBGC's view that

commonly owned businesses constitute

a controlled group regardless of whether

there is an economic "nexus" between

them. This ruling affirms the breadth of

ERISA's controlled group rules, which

are an important enforcement tool for

PBGC and multiemployer plans alike.

Rulemaking
Within the year, PBGC proposed,

and then finalized, rules that update the

agency's methodology for valuing annu-

ity benefits in terminated single-employ-

er plans trusteed by PBGC. These rule

changes enable PBGC valuations to more closely reflect private-sector insurance indus-

try practice. The rules specify updated mortality tables, a revised interest rate structure,

and an explicit administrative expense ("loading") assumption. As a result of these

changes, PBGC no longer has to adjust its interest rates to reflect outdated mortality

assumptions and the loading charge, and PBGC's interest rate is more closely aligned

with interest rates used by the private sector.

Other rulemaking actions completed during the year included:

rules for employer-initiated terminations that provide the guidance need-

ed by employers and plan administrators to complete plan terminations

while ensuring that plan participants receive sufficient, timely informa-

tion to protect their interests;

rules providing relief from PBGC filing deadlines for companies and indi-

viduals affected by major disasters, including specific relief in response to

the severe flooding that occurred in the Midwest during the summer;

several rules governing the determination of employers' liability upon

their withdrawal from a multiemployer plan; and

a rule, reflecting statutory changes, that clarifies the duties and rights of

plan administrators, contributing sponsors and controlled group mem-

bers, and participants and beneficiaries in a range of situations, including

controlled group determinations, reportable events, calculation of termi-

nation liability, and requests for review of agency decisions.
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Customer Servic

During 1993, PBGC focused on customer service with a central goal of

providing quality and timely services to the participants who look to

PBGC for their retirement security. We are striving to improve our

procedures and enhance the availability and quality of the information for

participants.

Benefit Processing

PBGC's responsibility for benefit payments generally begins immediately upon its

trusteeship of a terminated plan. Top priority is given to maintaining uninterrupted

benefit payments to existing retirees and commencing payments to new retirees with-

out delay. Concurrently, PBGC staff also begin intensive efforts to obtain essential data

and records on each individual participant, a difficult task frequently complicated by

inadequate plan and employer records.

PBGC pays estimated benefits to retirees until it has confirmed all necessary par-

ticipant data and valued plan assets and recoveries from the plan's sponsor. PBGC
then calculates the actual benefit payable to each participant according to the specific

terms of the participant's plan, statutory guarantee levels, and the funds available

from plan assets and employer recoveries. These benefit calculations can be an intri-

cate process since each trusteed plan is different and must be administered separately.

Trusteed Plans: During 1993, PBGC completed trusteeship of 77 single-employer

plans. PBGC is in the process of trusteeing an additional 109 terminated single-

employer plans, which, along with 10 multiemployer plans previously trusteed, will

bring the total number of trusteed plans to 1,858.

Benefit Payments: About 346,000 participants from single-employer and multiem-

ployer plans rely on PBGC for pension benefits now or in the future. These include

about 158,000 retirees receiving pensions and 188,000 people who are entitled to

receive benefits when they retire in the future. Another 94,000 participants are in plans

that were considered likely to terminate

but had not done so before the year

ended. Benefit payments during 1993

totalled about $722 million, $86 million

more than in 1992.

Improved Service: PBGC's process-

ing of plan terminations and participant

benefits historically has been based on

an "assembly line" method. The various

tasks, such as record collection, valua-

tion of plan assets and liabilities, and

calculation and administration of partic-

ipants' benefits have been handled
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1989 1993

sequentially by independent, specialized

organizational units.

To streamline and strengthen the

process, PBGC began planning a major

reorganization of the separate process-

ing organizations into interdisciplinary

teams that combine the various skills

needed—auditors, actuaries, benefit

examiners, and pension law specialists.

The Corporation expects this restructur-

ing to empower employees and improve

front-line processing of termination

cases and participant benefits by giving

employees more authority and responsibility with less procedural restrictions. The end

result will be speedier processing time, higher quality and faster benefit determina-

tions, and reduced need for management coordination of the various tasks.

PBGC also began implementing a state-of-the-art optical imaging system provid-

ing enhanced computer-based document storage and retrieval capabilities. This sys-

tem enables PBGC to convert all plan and participant documents to a computerized

image that can be easily accessed by employees at their own computer work stations.

Optical imaging will help PBGC staff provide faster, better service to participants by

allowing more immediate access to participant records, and prompt answers to ques-

tions, while the participants are on the telephone. Imaging will also assure secure stor-

age of records. PBGC is following an expedited schedule that calls for conversion of at

least half of all participant documents by the end of 1994.

Participant Outreach: Developments during the year also included implementation of

PBGC's participant locator service, a continuing effort through which PBGC tries to find

workers and retirees who may be unaware they are entitled to benefits from PBGC and for

whom PBGC has no current address. In 1993, PBGC contacted 6,000 people through this

service. PBGC also started a participant data verification program, which seeks early col-

lection and audit of participant data to expedite valuation of participants' benefits.

While planning began for focus

groups and other steps to improve com-

munications with participants of

trusteed plans, PBGC designed and

implemented a pilot information pro-

gram for participants in ongoing under-

funded plans not yet in PBGC's care.

The "Know Your Pension" program,

involving newspaper articles, radio

messages, posters, and placement of

self-mailer pamphlets in libraries and

supermarket consumer information

racks, is targeted to parts of Ohio and

Pennsylvania that have about 500,000
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participants in underfunded plans. This outreach campaign is intended to help these

participants become more knowledgeable about their pensions and PBGC's guaran-

tees. With this knowledge, they can make more informed financial decisions and per-

haps seek to influence their employers' decisions on plan funding. The program will

be evaluated after a trial period for potential expansion to other areas of the country.

Appeals of Benefit Determinations

PBGC established its Appeals Board in 1979 to resolve appeals of certain initial

PBGC determinations. Almost all of the appeals PBGC receives are from participants

disputing PBGC's determination of their benefits, although less than 2 percent of all

determinations issued are actually appealed.

Most appeals are closed without Appeals Board action because PBGC staff are able

to resolve the issue informally or the appellant simply needs a better explanation of

PBGC's determination. In 1993, about 20 percent of the appeals decided by the Board

required changes in participants' benefits, and those changes usually were due to new
facts presented by the appellant or a different interpretation of plan provisions.
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Operations

With the economy moving in a positive direction, PBGC's single-

employer plan insurance program experienced fewer terminations of

underfunded plans than in 1992. However, the program still sus-

tained a substantial loss for the year despite the absence of any major new ter-

minations, demonstrating the program's continuing long-term financial vulnera-

bility. The separate insurance program for multiemployer plans again recorded

financial gains.

Single-Employer Program
The number of American workers and retirees with pensions insured under the

single-employer program remained relatively stable, at about 32 million, although the

number of single-employer pension

plans covered by PBGC declined some-

what, to about 64,000 plans.

I$

3 Fewer underfunded plans terminat-

^^^^ ed in 1993 than in the previous year, but

losses from underfunded plans remained

about the same. In the six years from 1988

to 1993, net losses exceeded the losses of

I

the prior six years by nearly 45 percent.

^^^^ Furthermore, the average net claim per

terminated plan remained at the elevated
1975-1981 1982-1987 1988-1993

levels typical of recent years.

Net Losses from
Single-Employer Plans
(Dollars in billions)

$2

Loss Experience from Single-EMPLOYER Plans
(Dollars in millions)

Year of

Termination

Number
of Plans

Benefit

Liability

Trust

Plan

Assets

Recoveries

From

Employers

Net

Losses

Average Net

Loss per

Terminated

Plan

1975-1981

1982-1987

1988-1993

824

689

335

$ 741

2,694

4,579

$ 295

848

1,871

$ 129

184

312

$ 317

1,661

2,396

$0.4

2.4

7.2

Total

Probable

1,848

46

8,014

3,645

3,014

1,403

626

616

4,374

1,627

Total 1,894 $11,659 $4,417 $1,242 $6,001

Note: Numbers may not add up to totals due to rounding.

* Stated amounts are subject to change until PBGC finalizes values for liabilities, assets, and recoveries of terminated

plans. Amounts in this table are valued as of the date of each plan's termination and differ from amounts reported in

the Financial Statements and elsewhere in the Annual Report, which are valued as of the end of the stated fiscal year.
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Program Finances: PBGC's losses

from actual and probable plan termina-

tions totalled $894 million, which, along

with actuarial charges, increased the sin-

gle-employer program's liabilities to

more than $11.3 billion. Underwriting

income declined slightly, although pre-

mium revenues increased by $15 million

to $890 million, largely as a result of the

growing underfunding among single-

employer plans. Financial income from

investments improved to $1.5 billion.

Although assets increased, to more than

$8.4 billion, at yearend the single-employer program's deficit approached nearly $2.9 billion.

Distress and Involuntary Terminations: Defined benefit plans that are not able to

pay all promised benefits may be terminated either by the employer responsible for

the plan or by PBGC. However, an employer wishing to terminate an underfunded

plan generally may do so only if the employer is being liquidated or if the termination

is necessary for the company's survival. The employer must first prove to PBGC, or to

a bankruptcy court if appropriate, that it and each of its affiliated companies meets one

of the financial distress criteria set by law.

An underfunded plan also may be terminated involuntarily by PBGC when neces-

sary to protect the interests of the participants or of the insurance program. PBGC
must terminate any plan that has no assets available to pay current benefits.

The number of underfunded plans requiring distress or involuntary termination

declined in 1993 but remained higher than in any of the five years before 1992. By

yearend, PBGC had approved the termination of 88 underfunded plans, in contrast to

the 118 plans in 1992. The actual termination date for many of these plans occurred in

earlier years.

Standard Terminations: An employer may end a fully funded plan in a standard

termination by annuitizing or paying lump sums to participants. Standard termina-

tions are subject to legal requirements

governing notifications to participants

and PBGC and payment of the partici-

pants' benefits. PBGC may disallow any

standard termination that does not com-

ply with the requirements.

The number of standard termina-

tions has declined significantly from the

historically high levels reported during

the late 1980's. In 1993, PBGC received

about 5,320 notices of standard termina-

tions, about 20 percent fewer than were

received in 1992 and about half the

number received annually in the years
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1987-1990. Including plans for which PBGC received notices before 1993, the Corpora-

tion permitted completion of about 6,700 standard terminations and returned or disal-

lowed another 1,220 cases that were incomplete or failed to meet legal requirements.

PBGC audits a statistically significant sample of completed terminations to con-

firm compliance with the law and proper payment of participants' benefits. These

audits generally have found few and relatively small errors in benefit payments,

which plan administrators are required to correct. To ensure that remedial actions

required in certain circumstances do not inadvertently harm plan participants, the

Administration's legislative package contains a provision to permit PBGC more flexi-

bility in seeking necessary corrections.

Multiemployer Program
The multiemployer program, which covers about 8.9 million participants in about

2,000 insured plans, is funded and administered separately from the single-employer

program and differs from the single-employer program in several significant ways.

The multiemployer program covers only collectively bargained plans involving more

than one unrelated employer. For such plans, the event triggering PBGC's guarantee is

the inability of a covered plan to pay benefits when due, rather than plan termination

as required under the single-employer program. PBGC provides financial assistance

through loans to insolvent plans to enable them to pay guaranteed benefits.

The significant reforms enacted in 1980 created several safeguards for the pro-

gram, including a requirement that employers that withdraw from a plan pay a pro-

portional share of the plan's unfunded vested benefits. These safeguards have permit-

ted PBGC to maintain multiemployer premiums at a constant, reasonably low level.

The program continues to have growing assets, low liabilities, and positive

equity. The multiemployer program's continued financial gains resulted in assets of

$407 million, liabilities totalling $131 million for future benefits and nonrecoverable

financial assistance, and equity of $276 million.

Plan Underfunding: Based on data as of the beginning of 1991—the most recent

information available—multiemployer plans had total assets of $161.1 billion and lia-

bilities of $150.3 billion. PBGC has determined that a minority of these plans were

underfunded by a total of about $10.6 billion.

Financial Assistance: The multiemployer program has received relatively few

requests for financial assistance. Since

enactment of the reforms in 1980, PBGC

has provided approximately $21 million

in total assistance, net of repaid

amounts, to only 11 of the 2,000 insured

plans. Of this amount, about $4 million

went to 6 plans in 1993. PBGC estimates

that about $110 million, at present

value, will be required to make all

nonrecoverable future payments to the

6 plans currently receiving assistance

and to other plans expected to require

assistance in the near future.

Multiemployer Program
Assets and Liabilities
(Dollars in millions)

$400

$300

$200

$100

1989 1990 1991

Liabilities

1992 1993
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Improved Management

With an overall objective of making PBGC a well-managed agency, an aggres-

sive Corporate agenda called for significant improvements in information

systems, financial management, and customer service. At the same time,

ongoing efforts to correct longstanding problems in the agency's financial systems and

internal controls remained a high priority. While internal control weaknesses remain, the

General Accounting Office (GAO) found that PBGC had made considerable progress in

improving internal controls. This enabled GAO, for the first time, to confirm that the Cor-

poration's 1992 Statements of Financial Condition presented fairly, in all material respects,

PBGC's financial position, except for the multiemployer program's liability for future

financial assistance. Management also began a review of PBGC's investment policy to

determine the optimal allocation of PBGC's investable assets.

Systems Initiatives

Many of PBGC's critical information systems are more than 10 years old and

lack electronic links that would improve overall performance and data quality.

Using state-of-the-art technology, such as computer-aided software engineering

and systems development methodology, management began a systems moderniza-

tion effort. Initially, the agency is applying the new technology to the development

and implementation of a new premium accounting system and an image process-

ing system for its participant services and to the redesign of PBGC's case adminis-

tration system. PBGC has also begun developing the data and systems framework,

or architecture, that will integrate current systems and develop future applications

that are consistent with existing systems. Systems integration will improve the

quality of, and controls over, corporate data and enable more efficient delivery of

information to corporate staff for prompt, responsive service to participants and

premium payers.

Streamlining Operations

In line with the Administration's reinventing government initiative, PBGC
extensively reviewed its growing workload problems to determine whether organi-

zational and procedural changes could improve operations and customer service.

The review, conducted by an employee task force, confirmed that PBGC's effective-

ness could be enhanced through specific organizational restructuring and improved

processes.

As a result of this review, PBGC is reorganizing the processing of plan termina-

tions and calculation of participants' benefits. The new team-processing approach will

combine the various staff actuarial, financial, and benefit specialists into groups specif-

ically dedicated to individual plans. By processing each plan to conclusion within one

team, PBGC will be better able to process tasks simultaneously rather than sequential-

ly and to provide fast, responsive service to plan participants.
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Other Initiatives

Management launched efforts in a number of other key areas that were expected

to yield results in 1994. These initiatives included:

improvement of PBGC's strategic planning and corporate objec-

tives process;

development of automated budget management and legal manage-

ment systems;

strengthening contract planning and monitoring procedures;

refinement of PBGC's performance measurement program; and

reform of PBGC personnel policies and practices, including a new

emphasis on employee development.

Financial Management
Due to PBGC's extensive corrections since GAO's 1990 audit, GAO was able to

render its first opinion on PBGC's financial statements. GAO reported that PBGC's

statements of financial condition for 1992 were presented fairly, in all material respects,

except for the multiemployer program's liability for future financial assistance to

financially troubled multiemployer plans. GAO reported that there was a lack of sys-

tems integration and overreliance on personal computers without compensating

controls, as well as a lack of established methodologies to govern consistent develop-

ment of computer applications. In addition, the Corporation was still in the process

of developing and implementing internal control procedures. GAO also reported that

PBGC had made considerable progress in improving internal controls although some

weaknesses remained.

GAO expressed concern that PBGC did not fully evaluate the multiemployer pro-

gram's exposure for future financial assistance. PBGC has since revised its procedures

and established a more complete inventory of multiemployer plans. PBGC's improved

information led to an increased charge for nonrecoverable future financial assistance in

the 1993 financial statements.

GAO also criticized PBGC's lack of controls needed to confirm that requested

financial assistance was properly calculated and used. PBGC has remedied this

problem by instituting a full audit program for each of the plans currently receiving

assistance.

Other problems noted by GAO included weaknesses in controls over the entry

and verification of certain nonfinancial participant data and continuing weaknesses

in premium collections. By yearend, PBGC had initiated additional improvements

addressing these concerns. In addition to implementing a system that automatically

transfers participant data to PBGC's benefit paying agent and performs basic checks

on nonfinancial data, the agency made further progress in confirming and updating

its participant data.

Special efforts were made to upgrade the agency's premium operations. By

yearend the agency had awarded a $2.6 million contract for the design, development,

and implementation of a new state-of-the-art premium accounting system. Redesign of

the premium system has been part of PBGC's plan for satisfying accounting concerns

raised by GAO in recent years. The new system will handle the full range of activities
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required to process and account for premium payments by both single-employer and

multiemployer plans. When operational, the system will automatically identify past-

due payments, underpayments, and overpayments; calculate interest and penalties

due; and issue bills for unpaid amounts.

To make the present system maximally effective, the Corporation also established

a special unit devoted to identification and collection of outstanding amounts. Broad-

ened collection efforts, combining desk and field audits, collection agencies, and civil

litigation, resulted in payments of over $50 million of premiums, penalties, and inter-

est that had been outstanding. By yearend, PBGC was billing plans on a monthly basis,

unpaid premiums averaged less than 90 days overdue, and delinquent plan filings had

been reduced by 89 percent.

Investments

The Corporation's investable assets of about $8.3 billion are separated into revolv-

ing and trust funds, the former for premium revenues and the latter for assets received

from terminated plans and their sponsors. The revolving funds are invested in Trea-

sury securities. The trust funds are invested principally in high-quality bonds and

stocks, with a small portion in real estate. PBGC uses major investment management

firms to invest these assets subject to PBGC's policy of generally matching the dura-

tion of its fixed-income assets to that of its liabilities.

Investment Policy: PBGC's current policy was designed to offset the interest-

rate sensitivity of the liabilities by emphasizing high-quality, long-term fixed-

income securities with investment characteristics similar to the insurance program's

liabilities. This "dollar duration matching" policy reduces the risk of an increased

PBGC deficit resulting solely from interest rate fluctuations. PBGC management
began a review of investment policy with an eye to adjusting the mix of fixed-

income investments and considering more emphasis on equity investing as the

economy gains strength.

Investment Profile: As of September 30, 1993, the value of PBGC's total invest-

ments, including cash, was approximately $8.3 billion, an increase of 34 percent

from 1992. The revolving funds contained $5 billion and the trust funds $3.3 billion.

Cash and fixed-income securities increased from 74 percent of investable assets at

the beginning of the year to 79 percent at yearend, with the balance invested in equi-

ties, real estate, and other financial instruments.

Investment Profile

Fixed-Income Assets

Average Quality

Average Maturity (years)

Duration (years)

Yield to Maturity (%)

Equity Assets

Average Price/Earnings Ratio

Dividend Yield (%)

Beta

September 30,

1992 1993

AAA AAA
25.0 22.7

16.1 16.2

7.5 6.4

23.7 20.3

2.9 2.7

1.04 1.04
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Investment Results: Although PBGC benefitted from the high rates of return

on its fixed-income assets in 1993, PBGC's duration-matching investment returns

did not match the growth in liabilities resulting from changes in interest rates

when combined with probable terminations. This occurred primarily because

PBGC liabilities, which are valued at annuity rates, are not perfectly correlated

with Treasury securities, which impact the value of the majority of PBGC's fixed-

income assets. As in previous years, the lower growth in assets also was a result

of income-earning assets being significantly less than liabilities.

The table details PBGC's investment results.

Investment Performance
(Annual Rates of Return)

Five Years Ended

1992 1993 September 30, 1993

Total Invested Funds 11.2% 27.7% 15.2%

Equities 11.5 13.3 12.9

Fixed-Income 11.9 32.8 16.6

Trust Funds 11.2 15.7 13.0

Revolving Funds 11.2 37.7 16.8

Indices

11.0 13.0S&P 500 Stock Index 14.7

Lehman Brothers Intermediate

Treasury Index 12.6 7.7 10.3

Lehman Brothers 20+ Year

Treasury Index 13.8 21.5 14.7
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Financial Statements

Management's Discussion and
Analysis of Financial Condition

and Results of Operations

General

Following is management's discussion and analysis of

the financial statements and related financial data, which

it believes will enhance the understanding of the Pension

Benefit Guaranty Corporation's (PBGC) financial condi-

tion and results of operations. This discussion should be

read in conjunction with the financial statements.

PBGC's operating results are subject to significant

fluctuation from year to year due to the frequency and

severity of losses from terminating pension plans,

general economic conditions, and other factors such

as changes in law. Consequently, certain traditional

financial ratios and measurements are not meaningful

and, therefore, not presented.

Combined Results

For 1993, PBGC's combined underwriting and

financial activities resulted in a net loss of $53 million on

gross income of $2,595 million. The single-employer pro-

gram reported a net loss of $160 million and the multi-

employer program reported net income of $107 million.

By law, these two programs are completely separate.

Single-Employer Program
Results of Activities and Trends: The net loss in

1993 was $160 million compared to a net loss of $234 mil-

lion in 1992. The $74 million improvement is primarily

attributable to greater increases in investment income

than in actuarial charges.

UNDERWRITING ACTIVITY: The loss of $192 mil-

lion in 1993 is in contrast to a gain of $263 million in 1992.

This $455 million difference was primarily due to the

$289 million change in actuarial adjustments from 1992.

Underwriting income decreased from $993 million

in 1992 to $928 million in 1993. The $65 million decrease

from 1992 is due primarily to decreased interest income

on receivables from employers.

Losses from completed and probable plan termina-

tions were $894 million in 1993 and $896 million in

1992. As in previous years, losses are driven by a few

major cases and are very volatile.

Administrative expenses increased $7 million from

the prior year, reflecting the costs of servicing more ter-

minated plans, of loss prevention activities, and of

PBGC's financial improvement activities.

Actuarial adjustments in 1993 were $33 million in

expense versus a gain of $256 million in 1992. The gain

in 1992 generally reflected the significant changes PBGC
made in its individual assumptions to improve its valu-

ations and better approximate anticipated experience.

The changes in assumptions included: (1) the healthy

life mortality table was changed to the 1983 Group

Annuity Mortality Table with margins; (2) the interest

rate was changed to match the survey of insurance

company prices provided by the American Council of

Life Insurance (ACLI); and (3) the administrative

expense assumption was changed to an explicit formula

derived from ACLI. Minor refinements in 1993 led to

the small charge.

FINANCIAL ACTIVITY: Investment income exceed-

ed actuarial charges in 1993, resulting in $32 million

income versus a $497 million loss in 1992. The total

return on investments was 27.7 percent in 1993, com-

pared to 11.2 percent in 1992. PBGC marks its assets and

liabilities to market, making them extremely sensitive to

interest-rate changes.

Actuarial charges primarily result from aging the

present value of future benefits and from changes in

interest rates. For 1993, the charge increased primarily

because PBGC's select interest rate assumption

dropped by 1.2% from 7.2% at September 30, 1992, to

6% at September 30, 1993. As a result, the 1993 actuari-

al charge related to changes in interest rates was $1,124

million compared to an actuarial charge of $677 million

in 1992, an increase of 66 percent. There was little

change in the actuarial charge due to the passage of

time as lower interest rates offset higher liabilities.
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Liquidity and Capital Resources: The single-

employer funds' deficit increased in 1993 to nearly

$2.9 billion. Despite this deficit, management

believes PBGC has sufficient assets to meet its liquid-

ity requirements through operations for many years.

Most new terminations bring in significant assets

and the vast majority of PBGC's liabilities for bene-

fits due participants and their beneficiaries are paid

over the many years of their retired lives. Approx-

imately $7.9 billion (93 percent) of the fund's total

assets of $8.4 billion are in marketable assets.

PBGC's primary sources of cash are from premium

receipts and investment activities. If funds generated

from these sources are insufficient to meet fixed

charges in any period, the Corporation has available a

$100 million line of credit from the U.S. Treasury for

liquidity purposes. PBGC did not use this borrowing

authority in 1992 or 1993 and has no plans to use it in

the near future.

Currently, premium receipts are about $900 million

per year. Benefit payments and administrative

expenses will be approximately $900 million in 1994.

Investment income will enable cash flow to remain

positive.

The Corporation is subject to litigation that could

have considerable impact on its financial condition, as

discussed in Note 18 of the financial statements. Also,

the total underfunding in large underfunded plans

that are sponsored by companies with below-invest-

ment-grade bond ratings ranges from approximately

$13 billion to $18 billion (see Note 9 of the financial

statements). Losses from these plans are not suffi-

ciently probable at this time to be recognized in the

financial statements. This reasonably possible expo-

sure is concentrated in cyclical industries, especially

steel, automobiles, tires, and airlines.

PBGC's ability to eliminate its deficit over the long

term will depend, primarily, on its ability to avoid large

losses from the termination of major companies' under-

funded plans. Reform legislation has been introduced

that would assure marked, steady increases in funding

levels for underfunded plans, enhance PBGC's compli-

ance authority, broaden participant disclosure require-

ments, and increase PBGC premiums for those plans that

pose the greatest risk. It is expected that the additional

premiums generated will range from $91 million in 1995

to $460 million in 1997.

Multiemployer Program
Results of Activities and Trends: This was the

tenth consecutive year of reported net income in the

multiemployer program. The fund's net income

increased to $107 million in 1993 from $6 million in

1992, primarily due to higher investment returns. Pre-

mium income remained steady at $23 million in 1993

and 1992.

Investment income increased to $107 million in

1993 from $27 million in 1992. The increase in 1993 was

due primarily to decreased interest rates, because

approximately 95 percent of the fund's assets are

invested in Treasury securities that are highly sensitive

to interest-rate changes. Losses from financial assis-

tance were $20 million in 1993 compared to $46 million

in 1992, due to PBGC's improved methodology for cal-

culating nonrecoverable future financial assistance.

With $107 million in net income this year, the

fund's accumulated results of operations increased to

$276 million.

Liquidity and Capital Resources: As the multiem-

ployer program has a positive fund balance and most

assets are highly liquid Treasury securities, PBGC has

sufficient resources to meet its liquidity requirements

now and in the long-term future. Premium and invest-

ment receipts approximate $35 million per year and

cash outflows are currently about $6 million per year.

In 1990, PBGC completed a congressionally man-

dated study of multiemployer plans. The Corporation

continues to perform limited updates to that study. Cur-

rent monitoring supports the fact that the program

should continue to be in sound financial health.
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Management Opinion
PBGC's management is responsible for the accom-

panying Statements of Financial Condition of the Cor-

poration as of September 30, 1993 and 1992, and the

related Statements of Operations and Changes in Equi-

ty and Statements of Cash Flows. PBGC's management

is also responsible for establishing and maintaining sys-

tems of internal accounting and administrative controls

that provide reasonable assurance that the control

objectives—preparing reliable financial statements,

safeguarding assets, and complying with laws and reg-

ulations—are achieved.

Subsequent to the publication of the 1992 Annual

Report, the General Accounting Office (GAO) opined,

for the first time, on the Corporation's statements of

financial condition because of the considerable progress

that PBGC had made in improving internal controls. The

GAO audit report ("Financial Audit: Pension Benefit

Guaranty Corporation's 1992 and 1991 Financial State-

ments," GAO/AFMD-93-21, September 29, 1993) includ-

ed PBGC's restated 1992 financial statements. GAO
reported that the Statements of Financial Condition were

presented fairly in all material respects except for the

multiemployer program's liability for future financial

assistance. GAO did not express an opinion on the 1991

financial statements. Therefore, they could not express

an opinion on the 1992 Statements of Operations and

Changes in Equity and Statements of Cash Flows. GAO
is currently auditing the Corporation's 1993 financial

statements and expects to issue their report in the near

future. Accordingly, GAO provides no assurances about

the 1993 financial statements and related disclosures.

The Corporation's management believes it has

made substantial progress during fiscal year 1993 to

address the remaining exception and deficiencies. In

the opinion of management, the financial statements

present fairly the financial position of PBGC at Sep-

tember 30, 1993, and September 30, 1992, and the

results of operations and cash flows for the years then

ended, in conformity with generally accepted account-

ing principles and actuarial standards applied on a

consistent basis.

Estimates of probable terminations, nonrecover-

able future financial assistance, amounts due from

employers, and the present value of future benefits

may have a material effect on the financial results

being reported. In addition, pending litigation could

have a material impact on the financial condition of

the Corporation. PBGC believes, however, that its

legal positions will be upheld by the courts.

As a result of the aforementioned, these statements

are based, in part, upon informed judgments and esti-

mates for those transactions not yet complete or for

which the ultimate effects cannot be precisely mea-

sured, or for those that are subject to the effects of any

pending litigation.

S^=*SL

Martin Slate

'Executive Director

N. Anthony Calhoun

Deputy Executive Director

and ChiefFinancial Officer

March 30, 1994
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Pension Benefit Guaranty Corporation
Statements of Financial Condition

Single-Employer

Program

(Dollars in millions)

Assets

Investments, at market (Note 3):

Fixed maturity securities

Equity securities

Real estate

Other

Total investments

Cash and cash equivalents

Receivables, net:

Due from sponsors of terminated plans

Due from sponsors of restored plans (Note 8)

Premiums

Notes—financial assistance (Note 4)

Due from sale of securities

Lease receivable

Due from insurance companies

Accrued investment income

Other (Note 8)

Total receivables

Furniture and fixtures, net

Restricted assets (Note 8)

Assets of terminated plans pending trusteeship,

at market, net (Note 3)

Total assets

September 30,

1993
Unaudited

1992

$5,844 $4,065

1,412 1,235

88 106

209 253

7,553

313

65

32

29

75

6

45

53

5,659

238

102

17

47

86

116

40

3

305

1

95

154

411

73

3,421 $6,381

The accompanying notes are an integral part of these financial statements.

Multiemployer

Program

September 30,

1993 1992
Unaudited

$384 $267

2 3

386

19

2

$407

270

$283

Memorandum
Total

September 30,

1993 1992

$6,228 $4,332

1,414 1,238

88 106

209 253

7,939 5,929

332 247

65 102

17

32 48

29 86

75 116

6

47 43

53 3

307 415

1

95

154 73

$8,828 $6,664
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Pension Benefit Guaranty Corporation
Statements of Financial Condition

Single-Employer

Program

September 30,

1992
(Dollars in millions)

1993
Unaudited

Liabilities

Present value of future benefits, net (Note 5):

Trusteed plans

Terminated plans pending trusteeship

Net claims for probable terminations

Total present value of future benefits, net 10,847 8,790

Multiemployer

Program

September 30,

1993 1992
Unaudited

13 13

Memorandum
Total

September 30,

1993 1992

$8,655 $7,553 $ 13 $ 13 $8,668 $7,566

565 210 565 210

1,627 1,027 1,627 1,027

10,860 8,803

Present value of nonrecoverable future

financial assistance (Note 6)

Claim on contingent valuation rights (Note 8) 96

Unearned premiums 207

Accounts payable and accrued expenses (Note 7) 168

Commitments and contingencies

(Notes 9, 10, and 18)

Total liabilities 11,318

110 94 110 94

96

204 8 7 215 211

124 168 124

9,118 131 114 11,449 9,232

Equity

Accumulated results of operations (deficit)

Total liabilities and equity

(2,897)

$8,421

(2,737)

$6,381

The accompanying notes are an integral part of these financial statements.
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276

$407

169

$283

(2,621)

$8,828

(2,568)

$6,664
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Pension Benefit Guaranty Corporation
Statements of Operations and Changes in Equity—Unaudited

(Dollars in millions)

Single-Employer

Program

September 30,

1993 1992

$ 890

38

928

894

96

97

33

1,120

(192)

Underwriting:
Income:

Premium income (Note 11)

Other income (Note 12)

Total

Expenses:

Losses from completed and
probable terminations (Note 13)

Losses from financial assistance (Note 6)

Loss on contingent valuation rights (Note

Administrative expenses

Actuarial adjustments (Note 5)

Total

Underwriting income (loss)

Financial:

Investment income (Note 14):

Fixed

Equity

Other

Total

Expenses:

Investment expenses

Actuarial charges (credits) (Note 5):

Due to passage of time

Due to change in interest rates

Total

Financial income (loss)

Net income (loss)

Accumulated results of operations

(deficit), beginning of year

Accumulated results of operations

(deficit), end of year

1,465

150

(77)

1,538

10

875

118

993

896

90

(256 )

730

263

441

106

67

614

372

1,124

427

677

1,506 1,111

32 (497)

(160) (234)

(2,737) (2,503)

$(2,897) $(2,737)

Multiemployer

Program

September 30,

1993 1992

$ 23 $ 23

(1) 1

22 24

20 46

(1)

20 45

2 (21)

107 27

107 27

1 (1)

1 1

2

105 27

107 6

169 163

$276 $169

Memorandum
Total

September 30,

1993 1992

913

37

950

894

20

96

97

33

1,140

(190)

1,572

150

(77)

1,645

10

119

1,017

896

46

90

(257)

775

242

468

106

67

641

373

1,125

426

678

1,508 1,111

137 (470)

(53) (228)

(2,568) (2,340)

$(2,621) $(2,568)

The accompanying notes are an integral part of these financial statements.
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Pension Benefit Guaranty Corporation
Statements of Cash Flows—Unaudited

(Dollars m millions)

Single-Empl oyer

Program

September 30,

1993 1992

$907 $873

(657) (626)

266 214

9 18

66 35

130 29

(50)

Operating Activities:

Premium receipts

Benefit payments—trusteed plans

Interest and dividends received, net

Cash received from plans upon trusteeship

Receipts of due from sponsors

Receipts of lease receivable

Purchase LTV stock rights

Financial assistance payments

Payments for adrninistrative and

other expenses

Net cash provided by operating activities

(Note 17)

Investing Activities:

Proceeds from sales of investments

Payments for purchases of investments

Net cash used in investing activities

Net increase (decrease) in cash and cash

equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

(105)

$313

(85)

566 458

2,972

(3,463)

4,203

(4,655)

(491) (452)

75

238

6

232

$238

Multiemployer

Program

September 30,

1993 1992

$23 $22

(2) (2)

12 10

(4) (4)

29 26

25 87

(44) (124)

(19) (37)

10 (11)

9 20

Memorandum
Total

September 30,

1993 1992

$930 $895

(659) (628)

278 224

9 18

66 35

130 29

(50)

(4) (4)

(105) (85)

595 484

2,997 4,290

(3,507) (4,779)

(510) (489)

85 (5)

247 252

$19 $ 9 $332 $247

The accompanying notes are an integral part of these financial statements.
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Notes to Financial Statements
September 30, 1993 and 1992

Note 1

—

Organization and Purpose

The Pension Benefit Guaranty Corporation (PBGC)

insures pensions, within statutory limits, of participants

in covered single-employer and multiemployer defined

benefit pension plans that meet the criteria specified in

Section 4021 of the Employee Retirement Income Secu-

rity Act of 1974 (ERISA).

PBGC is a federal corporation subject to the provisions

of the Government Corporation Control Act. PBGC was cre-

ated by Title IV of ERISA. Its activities are defined in ERISA

as amended by the Multiemployer Pension Plan Amend-

ments Act of 1980 (MPPAA), the Single-Employer Pension

Plan Amendments Act of 1986 (SEPPAA), and the Pension

Protection Act of 1987 (PPA).

ERISA requires that the PBGC programs be self-

financing. The Corporation finances its operations through

premiums collected from covered plans, assets assumed

from terminated plans, collection of employer liability

payments due under ERISA as amended, and investment

income. In addition, PBGC may borrow up to $100 million

from the U.S. Treasury to finance its operations. The Cor-

poration did not use this borrowing authority during the

years ended September 30, 1993, or September 30, 1992,

nor is use of this authority currently planned. ERISA pro-

vides that the U.S. Government is not liable for any obliga-

tion or liability incurred by PBGC.

Under the single-employer program, PBGC is liable

for the payment of guaranteed benefits with respect

only to underfunded terminated plans. An underfund-

ed plan may terminate only if PBGC finds that one of

the four conditions for a distress termination, as defined

in ERISA, is met or if PBGC involuntarily terminates a

plan under one of four specified statutory tests. The net

liability assumed by PBGC is generally equal to the pre-

sent value of the future guaranteed benefits less (1) the

amounts that are provided by the plan's assets and (2)

the amounts that are recoverable by PBGC from the

plan sponsor and members of the plan sponsor's con-

trolled group, as defined by ERISA.

Under the multiemployer program, if a plan

becomes insolvent, it receives financial assistance from

PBGC to allow the plan to pay participants their guar-

anteed benefits. Such assistance is recognized as a loss,

to the extent that the plan is expected to be unable to

repay these amounts from future plan contributions.

Note 2

—

Significant Accounting Policies

Certain items on the 1992 financial statements have

been reclassified to conform with present year classifi-

cations.

Revolving and Trust Funds: PBGC accounts for

each program's revolving and trust funds on an accrual

basis. The revolving and trust funds each pay a pro-rata

portion of the benefits paid each year. The revolving

and trust funds have been combined for presentation

purposes in the financial statements. The single-

employer and multiemployer programs are separate

entities by law and, therefore, are reported separately.

ERISA provides for the establishment of revolving

funds to be used by PBGC "in carrying out its duties."

The revolving funds support the administrative func-

tions of PBGC and fund any deficits incurred by PBGC

in trusteeing plans or providing financial assistance.

Premiums collected from ongoing plans are accounted

for through the revolving funds. The Pension Protec-

tion Act of 1987 created a new single-employer pro-

gram revolving fund (the seventh fund) that is credited

with all premiums in excess of $8.50 per participant,

including all penalties, interest charged on these

amounts and investment income. This fund may not be

used to pay PBGC's administrative costs or the benefits

of any plan terminated prior to October 1, 1988, unless

no other amounts are available.

The trust funds reflect accounting activity asso-

ciated with: (1) trusteed plans—plans for which

PBGC has legal responsibility, (2) plans pending

trusteeship—terminated plans for which PBGC has

not become legal trustee by fiscal yearend, and (3)

probable terminations—plans that PBGC expects
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will terminate and incur a loss for PBGC. PBGC can-

not exercise control over the assets of plans until it

becomes trustee, which may be several years after

the date of plan termination.

Allocation of Revolving and Trust Funds: Total

revolving and trust fund investment assets and the

earnings on those investment assets, net of investment

expenses, are allocated to each program's revolving and

trust funds to the extent that such amounts are not

directly attributable to a specific fund. Revolving fund

investment earnings are allocated on the basis of each

program's average cash available for investment during

the year. Revolving fund investment assets are allocated

on the basis of the yearend equity of each program's

revolving funds. The plan assets acquired by PBGC and

commingled at PBGC's custodian bank, as well as the

earnings on the commingled investment assets, are allo-

cated to each program's trust funds on the basis of each

trust fund's value, relative to the total value of the com-

mingled fund.

Valuation Method: PBGC reports its assets and lia-

bilities on a market basis because PBGC believes that

this provides the most realistic measure of its financial

condition and that it is the most appropriate basis on

which to evaluate its performance.

Investment Valuation and Income: Market values

are based on the last sale of a listed security, on the

mean of the "bid-and-asked" for nonlisted securities,

and on a valuation model in the case of fixed-income

securities that are not actively traded. These valuations

are determined as of the end of each fiscal year. Pur-

chases and sales of securities are recorded on the trade

date. Investment income is accrued as earned. Dividend

income is recorded on the ex-dividend date. Realized

gains and losses on sales of investments are calculated

using average cost (see Notes 3 and 14).

Cash and Cash Equivalents: Cash and cash equiva-

lents includes cash on hand, demand deposits, and

securities with a maturity of one business day.

Due from Sponsors of Terminated Plans: The

amount due from sponsors of terminated plans is the

settled claims for employer liability (underfunding as of

plan termination) and for contributions due from spon-

sors or members of their controlled group (collectively,

the sponsors) less an allowance for uncollectible

amounts. Amounts expected to be received beyond one

year are discounted for time and risk factors. Some

agreements between PBGC and plan sponsors provide

for contingent payments based on future profits of the

sponsors. Any such future amounts realized will be

reported in the period in which they accrue or are paid.

Premiums: Premiums receivable represent the

earned portion of the premium for plans that have a

plan year commencing before the end of PBGC's fiscal

year but have not paid their premium by fiscal yearend

and past due premiums deemed collectible, including

collectible penalties and interest. Unearned premiums

represent an estimate of payments received during the

fiscal year that cover the portion of a plan's year after

the Corporation's fiscal yearend (see Note 11). Premium

income represents revenue generated from self-assess-

ments received from defined benefit pension plans as

required by Title IV of ERISA.

Notes—Financial Assistance and Present Value of

Nonrecoverable Future Financial Assistance: PBGC
provides financial assistance in the form of loans to cer-

tain multiemployer plans, in exchange for interest-

bearing promissory notes, so the plans can continue to

pay guaranteed benefits. These notes constitute an

obligation of each plan and, in the event of the plan's

financial recovery, are to be repaid. It is anticipated that

the circumstances leading to the distress of each plan

will continue and the notes, including accrued but

unpaid interest, will be uncollectible. To the extent that

financial assistance payments have previously been

accrued, as discussed below, they are treated as a

reduction to the present value of nonrecoverable future

financial assistance.

The present value of nonrecoverable future finan-

cial assistance represents the estimated nonrecoverable

payments to be provided by PBGC in the future to

multiemployer plans that cannot meet their benefit

obligations. The present value of nonrecoverable

future financial assistance is based on the difference

between the present value of future benefits and the

market value of plan assets, including the present

value of future amounts expected to be paid by plan

sponsors, for those plans that are expected to require

future assistance. The amount reflects the rates at

which these liabilities could be settled in the market
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for single-premium nonparticipating annuities issued

by private insurers.

Assets of Terminated Plans Pending Trusteeship,

Net: The net assets of terminated plans pending trustee-

ship represent all assets anticipated to be received less

liabilities, other than the present value of future benefits

and the present value of expected recoveries from spon-

sors. Assets are accounted for using market values con-

sistent with PBGC's investments. Any increase or

decrease in the market value of the assets occurring

after the date on which the plan is terminated must, by

law, be credited to or suffered by PBGC.

Present Value of Future Benefits (PVFB): The

PVFB is the estimated liability for future pension bene-

fits that PBGC is or will be obligated to pay with respect

to trusteed plans and terminated plans pending trustee-

ship. This liability is stated as the actuarial present

value of estimated future benefits less the present value

of estimated recoveries from sponsors. For financial

statement purposes, the estimated liabilities (net of esti-

mated assets and recoveries) attributable to probable

future plan terminations are also included in the PVFB.

To measure the actuarial present value, PBGC used

assumptions to adjust the value of those future pay-

ments to reflect the time value of money (by discount-

ing) and the probability of payment (by means of decre-

ments, such as for death or retirement). PBGC also

included anticipated expenses to settle the benefit oblig-

ation in the determination of the PVFB.

(1) Trusteed Plans—represents the present value of future

payments of benefits less the present value of expect-

ed recoveries, for which an agreement has not been

reached, from sponsors of plans that have terminated

and been trusteed by PBGC prior to fiscal yearend.

(2) Terminated Plans Pending Trusteeship—represents

the present value of future payments of benefits less

the present value of expected recoveries, for which

an agreement has not been reached, from sponsors

of plans that have terminated but not been trusteed

by PBGC prior to fiscal yearend.

Any changes after the date of plan termination in

the amounts for trusteed plans and terminated

plans pending trusteeship are reported as an actuar-

ial charge (credit) in the Statements of Operations

and Changes in Equity.

(3) Net Claims for Probable Terminations—includes

estimates of the losses, net of plan assets and the

present value of expected recoveries from spon-

sors, from plans that were expected to terminate

based on the occurrence of an identifiable event by

fiscal yearend and the expectation that the distress

tests will be met or PBGC itself will seek termina-

tion of the plan.

Benefit payments to participants of pension plans

trusteed by PBGC, or that are terminated and pending

trusteeship, represent a reduction to the PVFB (see

Note 5).

Losses from Completed and Probable Termina-

tions: Amounts reported as losses from completed and

probable terminations on the Statements of Operations

and Changes in Equity represent the difference as of

the date of plan termination between the present value

of future benefits (including amounts owed under Sec-

tion 4022(c) of ERISA) assumed, or expected to be

assumed, by PBGC, less related plan assets and the

present value of expected recoveries from sponsors

(see Note 13).

Actuarial Charges and Adjustments: Actuarial

charges (credits) related to changes in method and the

effect of experience are classified as underwriting activi-

ty. Actuarial charges (credits) related to changes in

interest rates and passage of time are classified as finan-

cial activity. These charges, credits, and adjustments

represent the change in the PVFB that results from

applying actuarial assumptions in the calculation of

future benefit liabilities.

Depreciation: Depreciation of PBGC's furniture

and equipment is calculated on a straight-line basis

over the estimated useful lives of the assets. The useful

lives range from 5 to 10 years. Routine maintenance

repairs and leasehold improvements (the amounts of

which are not material) are charged to operations as

incurred.

Note 3— Investments
Premium receipts are invested in securities issued

by the U.S. Government.

The trust funds include assets PBGC acquires or

expects to acquire from terminated plans, missed contri-

butions, employer liability, and investment income

thereon. These assets are held by custodian banks.

36



The basis and market value of the investments by

type are detailed below. The basis indicated is cost of

the asset if acquired after the date of plan termination

or the market value at date of plan termination if the

asset was acquired as a result of a plan's termination.

Investments of Single-Employer Revolving Funds and
Single-Employer Trusteed Plans

(Dollars in millions)

September 30, September 30,

1993 1992

Unaudited

Market Market

Basis Value Basis Value

Fixed maturity securities:

U.S. Government securities $4,104 $5,353 $3,299 $3,642

Commercial paper 1 1 3 3

Corporate bonds 451

4,556

490

5,844

393 420

Subtotal 3,695 4,065

Equity securities 1,068 1,412 908 1,235

Real estate funds 100 88 114 106

Insurance contracts 25 29 67 115

Mortgages 126 135 92 98

Foreign securities 42

$5,917

45

$7,553

38 40

Total $4,914 $5,659

Investments of Multiemployer Revolving Funds and
Multiemployer Trusteed Plans

(Dollars in millions)

September 30,

1993

Unaudited

Market

Basis Value

September 30,

1992

Basis

Market

Value

Fixed maturity securities:

U.S. Government securities

Corporate bonds

$279

1

280

2

$282

$383

1

384

2

$386

$239 $267

Subtotal

Equity securities

239

3

267

3

Total $242 $270

Investments (Assets) of Single-Employer Terminated Plans

Pending Trusteeship, Net

(Dollars in millions)

September 30, September 30,

1993 1992

Unaudited

Market Market

Basis Value Basis Value

U. S. Government securities $ 26 $ 26 $13 $13

Corporate bonds 45 46 2 2

Equity securities 25 25 23 23

Insurance contracts 26 15 27 18

Other 10 11

Cash and cash equivalents 31

$163

31

$154

17 17

Total, net $82 $73

September 30,

1993 1992

Unaudited

$0 $0

4 4

1 1

(5) (5)

$0 $0

Note 4

—

Notes-Financial Assistance

(Dollars in millions)

Balance at beginning of year, net

Financial assistance payments

Interest accrued and not paid

Allowance for uncollectible amounts

Balance at end of year, net

Note 5

—

Present Value of Future Benefits

The following table summarizes the actuarial

charges (credits) and adjustments that explain how the

Corporation's single-employer program liability for the

present value of future benefits changed for the years

ended September 30, 1993 and 1992. In 1992, PBGC
improved its estimates through enhanced computer

software used for the calculations and through signifi-

cant changes to its assumptions that made them indi-

vidually reasonable. PBGC made minor refinements to

individual assumptions in 1993 to better approximate

its anticipated experience.

PBGC changed the interest assumptions used for the

September 30, 1992, valuation from those prescribed in

the Valuation of Plan Benefits regulation (29 CFR 2619)

to a 20-year select interest rate of 7.2% followed by an

ultimate rate of 6.25%. For the September 30, 1993, valu-

ation, PBGC changed the interest assumption from those

prescribed in the Valuation of Plan Benefits regulation,

as revised, to a 20-year select interest rate of 6% followed

by an ultimate rate of 5.5%. These rates were determined

as those needed to continue to match the survey of

insurance company prices provided by the American

Council of Life Insurance (ACLI).

For 1992, PBGC changed the mortality table used

from the Unisex Pension Table for Healthy Lives (UP84)

prescribed in the Valuation of Plan Benefits regulation to

the 1983 Group Annuity Mortality Table with margins

(83GAM loaded). This was the most current standard

mortality table for group annuity business. For 1993,

PBGC changed from the 83GAM loaded mortality table

prescribed in the Valuation of Plan Benefits regulation,

as revised, to the 83GAM loaded projected to 1993 by

Scale H. PBGC has found that this table is very similar to

tables used by insurance companies to price annuities

and is generally consistent with its experience.
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For 1992, the administrative expense assumption

was changed from an implicit reduction in the immedi-

ate interest rate to an explicit formula consisting of (1) an

initial case processing cost of $8,000 per plan (prorated

over the first $200,000 of liability) plus $200 per plan par-

ticipant, both of which costs are to be phased out over

four years following the date of termination; and (2) a flat

1 percent of total plan liability. PBGC also derived this

formula from the ACLI survey. For 1993, the formula was

revised to $10,800 per plan (prorated) plus $270 per plan

participant, phased out over four years following the

date of trusteeship, and a flat 1.35% of total plan liability.

The total actuarial charge for 1992 for changes in method

decreased liabilities by $328 million. Of this, $299 million (or

4 percent of the PVFB at September 30, 1992) was due to

the changes in assumptions described above. The effect for

1993 of revisions to individual assumptions was not material.

The resulting liability represents PBGC's best esti-

mate of the measure of anticipated experience under

these programs.

Reconciliation of the Present Value of Future Benefits for the Years Ended September 30, 1993 and 1992

(Dollars in millions)

Present value of future benefits, at beginning

of year— Single-Employer, net

Estimated recoveries

PVFB at beginning of year, gross

Net claims for probable terminations, prior year

Actuarial adjustments (underwriting):

Changes in method
Effect of experience

Total actuarial adjustments (underwriting)

Actuarial charges (financial):

Passage of time

Changes in interest rate

Total actuarial charges (financial)

Total actuarial charges

Terminations:

Current year

Changes in prior year

Total terminations

Benefit payments*
Estimated recoveries

Net claims for probable terminations:

Future benefits'*

Estimated plan assets and recoveries from sponsors

Total net claims, current year

Present value of future benefits,

at end of year—Single-Employer, net

Present value of future benefits,

at end of year—Multiemployer

Total present value of future benefits, at end of year, net

1993

Unaudited

September 30,

1992

$ 8,790 $7,594

188

8,978

(1,027)

251

7,845

(776)

$ 22

11

33

$ (328)

72

(256)

372
1,124

427
677

1,496

1,529

1,104

564

11

575

(720)

(115)

789

(121)

668

(634)

(188)

3,645

(2,018)

1,627

2,726

(1,699)

1,027

10,847 8,790

13 13

$10,860 $8,803

The benefit payment amounts of $720 million and $634 million include $21 million and $8 million for benefit payments of plans pending trusteeship for fiscal years

1993 and 1992, respectively, and $42 million in benefits paid from plan assets by plans trusteed in 1993.

The future benefits amount of $3,645 million and $2,726 million for fiscal years 1993 and 1992, respectively, for probable terminations includes $175 million and

$26 million, respectively, in net claims (future benefits less estimated plan assets and recoveries) for probables not specifically identified.
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The present value of future benefits for trusteed

multiemployer plans for 1993 and 1992 reflect changes

due to benefit payments, change in interest assumption,

passage of time, and effect of experience.

Net Claims for Probable Terminations: As these

claims are estimates, factors that are presently not fully

determinable may be responsible for actual experience

differing from the estimates used. The values recorded

in the following reconciliation table have been adjusted

to the expected dates of termination.

Reconciliation of Net Claims for Probable Terminations
(Dollars in millions)

September 30,

1993 1992

Unaudited

Net claims for probable terminations,

at beginning of year

New claims

Actual terminations

Eliminated probables

Change in benefit liabilities

Change in plan assets

Change in expected recoveries

Net claims for probable terminations,

at end of year

Included in new claims for fiscal year 1993 is a pro-

vision for future benefit liabilities associated with cer-

tain previously terminated plans.

Note 6

—

Present Value of Nonrecoverable
Future Financial Assistance and Losses

from Financial Assistance

The losses from financial assistance reflected in the State-

ments of Operations and Changes in Equity include annual

changes in the estimated present value of nonrecoverable

future financial assistance. All financial assistance payments

made during the years ended September 30, 1993 and 1992,

had previously been accrued as losses.

Present Value of Nonrecoverable Future Financial Assistance

and Losses from Financial Assistance

(Dollars in millions)

September 30,

1993 1992

Unaudited

$1,027 $ 776

487 710

(220) (394)

(12) (20)

429 (43)

36 69

(120) (71)

$1,627 $1,027

Balance at beginning of year

Change in allowance:

Losses from financial assistance

Financial assistance payments
(previously accrued)

Balance at end of year

$ 94

20

$52

46

September 30,

1993 1992

Unaudited

$144 $ 83

2 2

22 39

$168 $124

(4) (4)

$110 $94

Note 7

—

Accounts Payable and Accrued
Expenses

The following table itemizes accounts payable and

accrued expenses reported in the accompanying State-

ments of Financial Condition:

Accounts Payable and Accrued Expenses
(Dollars in millions)

Due for purchase of securities

Annual leave

Other payables and accrued expenses

Accounts payable and accrued expenses

Note 8

—

The LTV Corporation
On January 1, 1991, the restoration of three LTV

Steel plans that were the subject of a 1990 Supreme

Court case was finally implemented, following a district

court order enforcing the Supreme Court's decision.

On June 28, 1993, LTV emerged from bankruptcy.

PBGC's settlement with LTV and LTV's major creditor

groups provides for an initial $2 billion infusion of

funding by LTV to its restored pension plans and elimi-

nation of the remaining underfunding over 28 years. In

the settlement, PBGC agreed to provide contingent

value rights (CVRs) to all creditors of LTV Steel Corpo-

ration who received common stock of the reorganized

entity. Under these CVRs, if LTV's common stock

trades at an average price of less than $17.26 per share

over the 20 trading days immediately preceding

December 23, 1993, PBGC will pay cash to CVR holders

to make up the difference, up to a maximum outlay of

$96.25 million. Of that amount, $13.75 million will go

to the restored plans. As of September 30, 1993, LTV's

common stock was trading at $10.75 per share. Based

on the market price at September 30, 1993, PBGC
expects to pay the maximum outlay of $96.25 million to

the CVR holders. This amount has been accrued as a

loss as of September 30, 1993. PBGC has purchased an

equivalent face amount of government obligations,

with a carrying amount as of September 30, 1993, of

$95 million, which are being held in a special purpose

custody account and are reflected as restricted assets in

the Statements of Financial Condition.
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In return for the CVRs, LTV provided PBGC
with stock appreciation rights (SARs), under which

PBGC will receive shares of LTV common stock

with an aggregate value equal to the amount by

which the average price at which LTV's common

stock is trading over the 20 trading days immedi-

ately preceding June 28, 1994, exceeds $18.00. There

is no upper limit on the amount of shares PBGC

may receive. PBGC's financial advisors determined

that the CVRs and the SARs had equal and offset-

ting value at the time of LTV's emergence. PBGC

also received two 28-year zero coupon bonds, with

face amounts of $454 million and $270 million,

respectively, in settlement of its claims with respect

to receivables from the restored plans and the

underfunding in the Republic Retirement Plan. As

of September 30, 1993, the bonds have been written

down to their present value, which is $28 million

and $17 million, respectively.

In addition, PBGC purchased $50 million of LTV

common stock, the proceeds of which were con-

tributed to LTV's plans on June 28, 1993. PBGC paid

this amount on June 28, 1993; on June 28, 1994, PBGC

will receive LTV common stock worth $54.3 million

at the then-current market price. As of September 30,

1993, the $50 million along with accrued interest of

$3 million is included in other receivables in the

Statements of Financial Condition.

Note 9

—

Contingencies

There are a number of possible large single-employer

plan terminations and some multiemployer plans that

may require future financial assistance. The amounts dis-

closed below represent the Corporation's best estimates,

given the inherent uncertainties in the process.

PBGC estimates that the range of total unfunded

vested benefits on termination of single-employer plans

that represent reasonably possible losses as of Septem-

ber 30, 1993, is approximately $13 billion to $18 billion.

The lower end of the range ($13 billion) has been calcu-

lated as in previous years by using data obtained from

corporate annual reports for fiscal years ending in cal-

endar 1992. The value reported for liabilities has been

adjusted to the December 31, 1992, PBGC select interest

rate of 6.4%. When available, data has been adjusted to

a consistent set of mortality assumptions. Plans not

insured by PBGC have been eliminated from the data.

Since these figures are generally based on the Financial

Accounting Standards Board's Statement of Financial

Accounting Standard #87 ("Employers' Accounting for

Pensions") reporting requirements, no provision has

been made for the possible failure of the plan sponsor to

make subsequent contributions or for plan liabilities

that would be incurred after that date.

The upper end of the range ($18 billion) has been

calculated for some plans for which the Corporation

has access to more detailed plan and participant infor-

mation. This additional information allows the applica-

tion of more refined estimation techniques in determin-

ing plan underfunding, including the ability to esti-

mate the effect of termination on early retirement sub-

sidies, as pointed out in the General Accounting

Office's (GAO) December 1992 report entitled "Pension

Plans: Hidden Liabilities Increase Claims Against Gov-

ernment Insurance Program." Thus, this number is

usually higher than the number derived from publicly

available information. The additional effect of shut-

down benefits, where applicable, has not been estimat-

ed for either the upper or lower bound. There also are a

number of other sponsors of single-employer plans

with significant unfunded guaranteed benefits who

could, subsequently, qualify for a distress or involun-

tary termination if they were to encounter serious

financial difficulty.

For 1993, PBGC developed and implemented

new criteria and methodology for identifying, classi-

fying, and valuing the range of loss for multiemploy-

er plans that probably or may possibly require future

financial assistance. For those multiemployer plans

that PBGC estimates will probably require future

financial assistance, an amount has been included in

the liability for present value of nonrecoverable

future financial assistance (see Note 6). PBGC esti-

mates the loss for those multiemployer plans that

may possibly require future financial assistance as a

range of approximately $140-$230 million as of

September 30, 1993.

The future financial assistance liability for each

multiemployer plan identified as probable or reason-

ably possible was calculated as the present value of

future benefit and expense payments as of the later of
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September 30, 1993, or the projected (or actual, if

known) date of plan insolvency, discounted back to

September 30, 1993, using interest only. The present

value of future benefits was calculated using the cur-

rent aging model. An expense loading based on plan

information was added. The projected date of insol-

vency was calculated using a cash flow model for

which future benefit payments were developed using

the current aging model. Expense payments, future

contributions, and benefit accruals, up to the later of

the date of insolvency or the date the last active partic-

ipant is assumed to retire, were entered into the cash

flow model using plan information and the aging

model. Current plan assets as of September 30, 1993,

were calculated using an actuarial program and were

also entered into the cash flow model.

The Corporation's identification of plans that are

likely to require such assistance and estimation of

related amounts require complex consideration of

many factors. These factors are affected by future

events, including actions by plans and their sponsors,

most of which are beyond the Corporation's control.

A select and ultimate interest rate assumption of

6% for the first 20 years after October 1, 1993, and 5.5%

thereafter was used. The 83GAM loaded mortality

table projected to 1993 using Scale H was also used.

Note 10

—

Commitments
PBGC leases its office facility under a commitment

that expires on December 31, 1993. The facility has sig-

nificant physical plant problems and does not meet

local fire safety building codes or the requirements of

the Americans with Disabilities Act. During fiscal

years 1993 and 1992, lease expense for such space was

$5,638,000 and $5,032,000, respectively. Future mini-

mum lease payments remaining under this commit-

ment are approximately $1.7 million. A proffered con-

tinuation of the lease would have increased space costs

substantially.

Following a competitive bid process, PBGC con-

tracted with the low bidder for office space with a lease

of 15 years beginning on December 15, 1993. The lease

provides for periodic rate increases based on increases

in operating costs and real estate taxes over a base

amount. The General Services Administration (GSA)

concurred that the lease rate was comparable to recent

government transactions in the metropolitan Washing-

ton, D.C. area. Future minimum lease payments under

the agreement are approximately $9 million annually.

Note 11

—

Premiums

For both the single-employer and multiemployer

programs, ERISA provides that PBGC shall continue

to guarantee basic benefits despite the failure of a

plan administrator to pay premiums when due. PBGC
assesses interest and penalties up to 100 percent for

late payment or underpayment (see Note 12). Premi-

ums for the single-employer program are $19 per par-

ticipant for a fully funded plan with an underfunded

plan paying up to an additional $53 per participant

based on funding levels. The multiemployer premium

is $2.60 per participant.

Note 12

—

Underwriting: Other Income

Other Income
Unaudited
(Dollars in millions)

Interest income—premiums
Penalty income—premiums
Interest income—employer liability

Interest income—due and unpaid contributions

Other

Total

For the Years Ended

September 30,

1993 1992

$ 1 $ 4

(2) 21

5 79

22 8

11 7

$37 $119
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Note 13

—

Losses from Completed and
Probable Terminations

Amounts reported as losses are the present value

of future benefits (including amounts owed under

Section 4022(c)) less related plan assets and the pre-

sent value of expected recoveries from sponsors.

The following table details the components that

make up the losses:

Losses from Completed and Probable Terminations—Single-Employer Program

Unaudited

(Dollars in millions)

1993

For the Years Ended September 30,

1992

New
Terminations

Changes in

Prior Year

Terminations Total

New
Terminations

Changes in

Prior Year

Terminations Total

Present value of future benefits

Less plan assets

$564

203

$ 11

113

$575

316

$789

274

515

29

$486

$(121)

(278)

157

(2)

$159

$668

(4)

Plan asset insufficiency

Less estimated recoveries

361

20

(102)

(55)

259

(35)

672

27

Subtotal $341 $(47) 294

600

$894

645

Probables

Total

251

$896

Note 14

—

Financial Income

Financial Income

Unaudited

(Dollars in millions)

For the Years Ended September 30,

1993 1992

Terminated

Plans Pending Revolving Funds

Trusteeship & Trusteed Plans Total

Terminated

Plans Pending Revolving Funds

Trusteeship & Trusteed Plans Total

$8
(1)

3

$

10

Fixed-income securities:

Interest earned

Realized gains (losses)

Unrealized gains

Total fixed-income securities

Equity securities:

Dividends earned

Realized gains

Unrealized gains

Total equity securities

Other income (losses)

Total financial income

Note 15

—

President's Budget

The Chief Financial Officers Act of 1990 requires a

reconciliation of expenses as reported on the Report on

Operations (SF-221) to budgetary outlays as reported on

the Report on Budget Execution (SF-133). In 1993, there

were no differences between the financial statements

218

226

1,118

S 226

225

1,121

$4

2

$188

122

152

$192

124

152

1,562 1,572 462 468

19

119

11

19

119

12

11

15

78

11

17

78

1 149 150

(1) (76) (77)

$10 $1,635 $1,645

2 104 106

(8) 75 67

$0 $641 $641

and the results reflected in the President's Budget. A

few differences appear for 1992. These differences

are primarily attributable to material events concern-

ing probable terminations and PBGC's finalization of

the values used in calculating the net claims and

actuarial charges.
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Reconciliation of Expenses, Regulatory Reports to Annual
Report for the Years Ended September 30, 1993 and 1992

Unaudited

(Dollars in millions)

September 30,

1993 1992

Total expenses $2,137 $1,366

Plus adjustment to contingent liabilities 95 34

Less transfer of trust fund results of operations 1,289 461

Plus trust fund expenses

Total expenses

Annual Report:

Underwriting expenses

Financial expenses

1,705 947

$2,648 $1,886

$1,140 $ 775

1,508 1,111

$2,648 $1,886

$ 2,137 $1,366

95 34

696 648

3 4

699 652

Total expenses

Statement of Reconciliation to Budget for the Years Ended
September 30, 1993 and 1992

Unaudited

(Dollars in millions)

September 30,

1993 1992

1

.

Total expenses

2. Add adjustment to contingent liabilities

3. Add adjustments for:

a. Benefit funding

b. Loans issued

c. Total adjustments added

4. Less adjustments for:

a. Liability incurred due to plan terminations

b. Provisions for probable terminations

c. Loss from financial assistance

d. Transfer of trust fund result of operations

e. Restatement adjustments

f. Total adjustments deducted

5. Expended appropriations

6. Less reimbursements and other income

7. Expended appropriations, direct

8. Less change in accounts payable, net

9. Budgetary outlays

10. Obligations incurred, net

11. Less change in unpaid obligations, net

12. Budgetary outlays

294 625

600 271

20 46

1,289 461

(66)

2,203 1,337

728 715

2,179 1,459

(1,451) (744)

57 (90)

$(1,508) $ (654)

$(1,492) $ (725)

16 (71)

$(1,508) $ (654)

Note 16

—

Employee Benefit Plans

All permanent full-time and part-time PBGC
employees are covered by the Civil Service Retirement

System (CSRS) or the Federal Employees Retirement

System (FERS). Full-time and part-time employees with

less than five years service under CSRS and hired after

December 31, 1983, are automatically covered by both

Social Security and FERS. Employees hired before Janu-

ary 1, 1984, participate in CSRS unless they elected to

transfer to FERS by June 30, 1988.

The Corporation's contribution to the CSRS plan

equals the 7 percent of base pay contributed by

employees covered by that system. For those employ-

ees covered by FERS, the Corporation's contribution

was 13.7 percent of base pay for 1993 and 1992. In addi-

tion, for FERS-covered employees, PBGC automatically

contributes 1 percent of base pay to the employee's

Thrift Savings account, matches the first 3 percent con-

tributed by the employee, and matches one-half of the

next 2 percent contributed by the employee. Total

retirement plan expenses amounted to $4 million and

$3 million in 1993 and 1992, respectively.

These financial statements do not reflect CSRS or

FERS assets, accumulated plan benefits, or any unfund-

ed plan liabilities applicable to PBGC employees. These

amounts are reported by the U.S. Office of Personnel

Management (OPM) and are not allocated to the indi-

vidual employers. OPM accounts for federal health and

life insurance programs for those retired PBGC eligible

employees who had selected federal government-spon-

sored plans. PBGC does not offer other supplemental

health and life insurance benefits to its employees.

Note 17—Cash Flows

The following is a reconciliation between the net

income (loss) as reported in the Statements of Operations

and Changes in Equity and net cash provided by operat-

ing activities as reported in the Statements of Cash Flows.
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Reconciliation of Net Income (Loss) to Net Cash Provided by Operating Activities for the Years Ended September 30, 1993 and 1992

Unaudited

(Dollars in millions)
,

Net income (loss)

Adjustments to reconcile net income (loss) to net

cash provided by operating activities:

Net appreciation in fair value of investments

Net income of terminated plans pending trusteeship

Loss on completed and probable terminations

Loss on contingent valuation rights

Actuarial charges and adjustments

Benefit payments—trusteed plans

Cash received from plans upon trusteeship

Changes in assets and liabilities, net of effects

of trusteed and pending plans:

(Increase) decrease in receivables

Increase in present value of nonrecoverable

future financial assistance

Increase in unearned premiums

Increase in accounts payable

Net cash provided by operating activities

Single-Employer

Program

1993

105

1992

$ (160) $(234)

(68)

Multiemployer

Program

1993 1992

$107

(2)

Memorandum

Total

1993

107

1992

$ (53) $(228)

(1,247) (395) (97) (17) (1,344) (412)

(8) (8)

894 896 894 896

96 96

1,529 848 2 (1) 1,531 847

(657) (626) (2) (2) (659) (628)

9 18 9 18

(70)

16 42 16 42

3 7 1 4 7

2 12 2 12

$566 $ 458 $ 29 $26 $595 $ 484

Note 18

—

Litigation

PBGC records as a liability on its financial state-

ments an estimated cost for unresolved litigation to

the extent that losses in such cases are probable and

estimable in amount. In addition to such recorded

costs, PBGC estimates that possible losses of up to

$300 million could be incurred in the event PBGC does

not prevail in these matters.

Note 19—Restatement of Previously Issued

Financial Statements

The Corporation's 1992 financial statements were

restated to reflect the effects of adjustments and reclassi-

fications included in GAO's Report to the Congress

("Financial Audit: Pension Benefit Guaranty Corpo-

ration's 1992 and 1991 Financial Statements,"

GAO/AIMD-93-21, September 29, 1993) and additional

adjustments identified subsequent to GAO's Report to

the Congress resulting from information on certain

plans not previously available. The effects of these

prior period adjustments on beginning equity (deficit)

and net income (loss) previously reported in the 1992

Annual Report are presented in the following tables.

The 1992 Statements of Cash Flows for both programs

were restated to reflect the direct method.
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Effects of Adjustments on Single-Employer Program

Accumulated Deficit and Net Loss

(Dollars in millions)

September 30, 1992

Accumulated

Net Income Deficit,

(Loss) Beginning of Year

As previously reported $(173)

Adjustments for:

Interfund allocation errors 4

Correction of premium receivables (11)

Additional probable claims, net (48)

Other _J6)
Total (61)

As restated $(234)

$(2,510)

7

$(2,503)

Effects of Adjustments on Multiemployer Program

Accumulated Results of Operations and Net Loss

(Dollars in millions)

September 30, 1992

Accumulated

Results

Net Income of Operations,

(Loss) Beginning of Year

As previously reported $ 48

Adjustments for:

Interfund allocation errors (4)

Correction of premium receivables 1

Additional probable claims,

for future financial assistance (38)

Increase in allowance for uncollectible

financial assistance (1)

Total "(42)

As restated $ 6

$187

(7)

(ID

(6)

(24)

$163

Note 20

—

Audited/Unaudited Information

The Statements of Financial Condition as of Septem-

ber 30, 1992, were audited by GAO and, in their report

dated September 29, 1993 ("Financial Audit: Pension

Benefit Guaranty Corporation's 1992 and 1991 Financial

Statements," GAO/AIMD-93-21, September 29, 1993),

GAO expressed the opinion that those statements pre-

sented fairly, in all material respects, the financial posi-

tion of the single-employer and multiemployer pro-

grams as of September 30, 1992, except for the multiem-

ployer program's liability for future financial assistance,

for which GAO could not determine whether the report-

ed amounts were reliable. In that GAO report, GAO dis-

claimed an opinion on the statements of operations and

cash flows and all other financial statements and infor-

mation included therein.

GAO is in the process of performing an audit of

PBGC's financial statements for the fiscal year ended

September 30, 1993. Accordingly, GAO provides no

assurances about the 1993 financial statements and

related disclosures. In the opinion of PBGC's man-

agement, the financial statements for the year ended

September 30, 1993, present fairly, in all material respects,

PBGC's financial position as of September 30, 1993, and

the results of its operations and its cash flows for the year

then ended. Any adjustment to these financial statements

resulting from the audit that is currently underway will

be reflected in revised financial statements issued by

PBGC's management and included in GAO's Report to

Congress on PBGC's financial statements.
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Actuarial Valuation

PBGC calculated and validated the present value of

future benefits (PVFB) for both the single-employer and

multiemployer programs and of nonrecoverable finan-

cial assistance under the multiemployer program.

Methods and procedures differ from those used in 1992

as follows:

(1) methods for calculating multiemployer liabilities

were revised to include a cash flow method that

estimates future contributions and accruals;

(2) certain internal controls over the process for calcu-

lating the PVFB were strengthened (for example,

PBGC improved its documentation, improved and

audited the data for nonseriatim calculations, and

initiated the integration of all automated PVFB val-

uation programs); and

(3) the universe of multiemployer plans was reviewed

more fully in search of probable claims for nonre-

coverable financial assistance.

In addition, PBGC has updated the actuarial

assumptions to better reflect its own mortality and

expense experience and to remain consistent with mar-

ket practices in the insurance industry.

Present Value of Future Benefits and Nonrecoverable Financial Assistance—1993

(Dollars in millions)

Number
of Plans

Number of

Participants

(000)

Liability

Single-Employer Program

A. Terminated plans

1. Seriatim at fiscal yearend

2. Seriatim at DOPT, adjusted to fiscal yearend

3. Hybrid plans

a. Benefits valued seriatim

b. Benefits valued nonseriatim

4. Nonseriatim*

5. Rettig Settlement** (nonseriatim)

Subtotal

B. Probable terminations (nonseriatim)***

Total
****

Multiemployer Program

A. Pre-MPPAA terminations (seriatim)

B. Post-MPPAA liability (net of plan assets)

Total

1,176

257

8

407

111

33

13

40

126

2

$ 2,726

561

1,046

1,342

3,653

5

1,848

46

324

94

9,335

3,645

1,894 418 $12,980

10

30

2

20

$ 13

110

40 22 $ 123

Note: Numbers may not add up to totals due to rounding.

* The liability for terminated plans has been increased by $20 million for terminated plans not yet reported.

" The Rettig Settlement refers to the extra benefit liability that PBGC expects to incur due to a settlement of a class action lawsuit that increased benefits for

some participants and provided new benefits to about 1,650 additional participants.

*** The net claims for the probable plans reported in the financial statements include $175 million for not-yet-identified probable terminations. The assets for the

probable plans, including the expected value of recoveries on employer liability and due and unpaid employer contributions claims, are $2,018 million.

Thus, the net claims for probables as reported in the financial statements are $3,645 million less $2,018 million, or $1,627 million.

«*• The total present value of future benefits (PVFB) in the financial statements is net of estimated plan assets and recoveries on probables [$2,018 million] and

estimated recoveries on terminated plans [$115 million], or, $12,980 million -$2,018 million -$115 million = $10,847 million.
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Single-Employer Program
PBGC calculated the single-employer program's lia-

bility for benefits in the terminated plans and probable

terminations, as defined in Note 2 to the financial state-

ments, using a combination of three methods: seriatim,

nonseriatim, and hybrid. For 1,176 plans, representing

about 62 percent of the single-employer plans (27 per-

cent of participants), PBGC had sufficiently accurate

data to calculate the liability separately for each partici-

pant's benefit—the seriatim method. This is an increase

of 59 plans over the 1,117 plans valued seriatim last year.

For 257 plans whose data were not yet fully automated,

PBGC calculated the benefits and liability seriatim as of

the date of plan termination (DOPT) and brought the

total amounts forward to the end of fiscal year 1993.

For 407 other plans, PBGC did not have sufficiently

accurate or complete data to value individual benefits.

Instead, the Corporation used a "nonseriatim" method

that brings the liabilities from the plan's most recent

actuarial valuation forward to the end of fiscal year

1993 using certain assumptions and adjustment factors.

For eight very large plans, PBGC had sufficient data

to calculate the liability for retirees using the seriatim

method and the liability for nonretirees using the non-

seriatim method—a hybrid of the two methods that

enhanced the overall accuracy of the valuation.

For the actuarial valuation, PBGC used a select and

ultimate interest rate assumption of 6% for the first 20

years after the valuation date and 5.5% thereafter. The

mortality assumptions used for the valuation are: (1) for

healthy lives—the 1983 Group Annuity Table (83GAM)

with margins projected to 1993 using Scale H, with a 6-

year age setback for females; (2) for disabled lives not

receiving Social Security benefits—the healthy lives

tables set forward 3 years; and (3) for disabled lives

receiving Social Security benefits—the Social Security

disability table as described in the PBGC regulation on

Valuation of Plan Benefits (29 CFR 2619) for persons up

to age 65, adjusted to parallel healthy mortality for ages

above 65. PBGC assumed an explicit loading for

expenses equal to:

(a) $10,800 per plan (phased in pro-rata for plans

with liabilities under $200,000), plus

(b) $270 per participant, plus

(c) 1.35% of plan liability.

The expense elements (a) and (b) are phased out

over the first four years from the plan's date of PBGC
trusteeship.

For non-pay-status participants, PBGC used expect-

ed retirement ages, as explained in the Valuation of Plan

Benefits regulation. PBGC assumed that participants

who had attained their expected retirement age were in
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pay status. For participants who were older than their

plan's normal retirement age, were not in pay status,

and were unlocatable at September 30, 1993, PBGC

reduced the value of their future benefits to zero over

the three years succeeding normal retirement age to

reflect the lower likelihood of payment.

Multiemployer Program
PBGC calculated the liability for the 10 pre-MPPAA

terminations using the same assumptions and methods

applied to the single-employer program.

PBGC based its valuation of the post-MPPAA liabil-

ity for nonrecoverable financial assistance on the most

recent available actuarial reports and information pro-

vided by representatives of the affected plans. The Cor-

poration expected 30 plans to need financial assistance

because severe industrial declines have left them with

inadequate contribution bases and they have either run

out of assets or are expected to run out of assets in the

foreseeable future.

Statement of Actuarial Opinion

This valuation has been prepared in accordance

with generally accepted actuarial principles and prac-

tices and, to the best of my knowledge, fairly reflects

the actuarial present value of the Corporation's liabili-

ties for the single-employer and multiemployer plan

insurance programs as of September 30, 1993.

In preparing this valuation, I have relied upon

information provided to me regarding plan provisions,

plan participants, plan assets, and other matters, which

are detailed in a complete Actuarial Report available

from PBGC.

In my opinion, (1) the techniques and methodology

used for valuing these liabilities are generally accept-

able within the actuarial profession; (2) the assumptions

used are appropriate for the purposes of this statement

and are individually my best estimate of expected

future experience discounted using current settlement

rates from insurance companies; and (3) the resulting

total liability represents my best estimate of anticipated

experience under these programs.

Ronald Gebhardtsbauer, FSA, EA

ChiefActuary, PBGC

Member, American Society of Pension Actuaries

Member, American Academy ofActuaries

A complete actuarial valuation, including additional actuarial data

tables, is availablefrom PBGC upon request.
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Financial Summary
(Dollar* in million*)

Year Ended September 30,

Single-Employer Fund 1993 1992 1991 1990 1989 1988 1987 1986 1985 1984

Summary of Operations:

Premium income 890 875 741 659 603 465 268 201 82 80
Other income * 38 118 45 5 - - - - - -

Investment and other income (losses) 1,538 614 860 (109) 387 5 261 262 129 30
Actuarial charges (credits) 1,529 848 905 181 362 359 87 524 383 (23)

Losses (gains) from completed
and probable terminations * 894 896 1,049 941 163 58 (1,872) 2,407 658 42

Loss on contingent valuation rights 96

Administrative and investment expenses 107 97 71 63 45 48 36 33 33 30
Other expenses 212 162

Net income (loss) (160) (234) (591) (789) 420 5 2,278 (2,501) (863) 61

Summary of Financial Position:

Cash and investments *
7,866 5,897 4,562 2,408 2,356 1,817 1,728 1,410 954 832

Total assets *
8,421 6,381 5,422 2,797 3,059 2,422 2,163 1,740 1,155 1,063

Present value of future benefits * 10,847 8,790 7,594 4,476 3,984 3,806 3,629 5,492 2,447 1,497

Accumulated deficit (2,897) (2,737) (2,503) (1,913) (1,124) (1,543) (1,549) (3,826) (1,325) (462)

Insurance Activity:

Benefits paid 720 634 514 369 353 357 300 261 170 169
Participants receiving

monthly benefits at end of year 156,800 150,200 140,100 110,380 106,770 110,300 109,700 90,750 74,800 64,

Plans trusteed and pending
trusteeship from PBGC 1,848 1,760 1,644 1,558 1,501 1,455 1,376 1,315 1,191 1,118

(Dollars in millions)

Year Ended September 30,

Multiemployer Fund 1993 1992 1991 1990 1989 1988 1987 1986 1985 1984

Summary of Operations:

Premium income 23 23 23 21 20 17 17 15 14 12
Other income *

(1) 1 1 1 - - - . _ .

Investment and other income 107 27 38 13 16 7 3 14 9 3
Actuarial charges (credits) 2 (1) 3 1 1 3 2 1 3 1

Losses (gains) from financial assistance 20 46 21 23 1 (6) (9) 6 6
Administrative and investment expenses 2 3 3 3 4 4 3
Net income (loss) 107 6 38 9 31 24 24 18 10 11

Summary of Financial Position:

Cash and investments * 405 279 236 183 154 122 106 92 72 53
Total assets 407 283 238 190 161 129 114 98 78 61
Present value of future benefits 13 13 16 15 17 19 19 20 22 22
Nonrecoverable future financial

assistance, present value 110 94 52 33 11 11 19 29 25 19
Equity 276 169 163 132 123 92 68 45 27 17

Insurance Activity:

Benefits paid

Participants receiving monthly benefits

from PBGC at end of year

Plans receiving financial

assistance from PBGC

2 2 2 2

1,590 1,760 1,990 2,170

6 6 5 3

3 3 3 3 4 4

2,310 2,500 2,800 3,250 3,100 3,400

3 3 6 5 3 2

h

Certain items have been reclassified to conform with present year classification. Data for reclassification is not available for periods prior to 1990.
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".
. . we can be grateful that the security of

our pensions is strong and growing stronger,

thanks to the Retirement Protection Act .

.

"

President William J. Clinton
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"The Retirement Protection Act says that people deserve a pension system that they can rely on.

They deserve employers who take actions to be worthy of their own trust and the labor that they give

them, year in and year out. They deserve a government that will protect them and stand by them,

a government that is their partner.

"\t says to employers that they can no longer gamble with the retirement savings of their own employees,

allowing pension plans to become dangerously underfunded, expecting taxpayers to bail them out...

"\n stabilizing the federal insurance system, we used the power of government to avert a potential crisis,

protecting millions of retirees, corporate pension plans, and the taxpayers from huge potential losses . .

.

we can be grateful that the security of our pensions is strong and growing stronger, thanks to the

Retirement Protection Act. .

.

"

President William J. Clinton

\anuary 19, 1995
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The Pension Benefit Guaranty Corporation

protects the pensions of more than 41 million

Americans in about 58,000 private defined benefit

pension plans, including about 2,000 multiemployer

plans. These pension plans provide a specified monthly

benefit at retirement, usually based on salary or a

stated dollar amount and years of service. The

Employee Retirement Income Security Act of 1974

established PBGC as a federal corporation.

PBGC receives no funds from general tax revenues.

Operations are financed by insurance premiums set by

the Congress and paid by sponsors of defined benefit

plans, investment income, assets from pension plans

trusteed by PBGC, and recoveries from the companies

formerly responsible for the trusteed plans.

PBGC's mission is to operate as a service-

oriented, professionally managed agency that protects

participants' benefits and supports a healthy retirement

plan system by:

encouraging the continuation and maintenance of

private pension plans,

protecting pension benefits in ongoing plans,

providing timely payments of benefits in the case

of terminated pension plans, and

making the maximum use of resources and main-

taining premiums and operating costs at the lowest

levels consistent with statutory responsibilities.

Cover:

President Clinton marked the passage of the Retirement Protection

Act at a White House ceremony as ( 1 to r) Paul Wood, a Western

Union retiree, and Marvin Clarke, a retiree receiving benefits from

PBGC, look on.



HIGHLIGHTS

The Library of the

JUN 1 4 1995

University of Illinois

at Urbana-Champaign

The Administration's priority effort to secure vital

pension reforms succeeded in winning passage of

the Retirement Protection Act. The reforms will

strengthen the funding of underfunded plans,

enhance PBGC's compliance authority, improve

information for participants in underfunded plans,

and increase PBGC premiums for underfunded

pension plans that pose the greatest risk. By

strengthening underfunded pensions and PBGC,

the reforms provide retirement security for

American workers and retirees.

Negotiations produced major milestones, includ-

ing a $10 billion pension funding agreement with

General Motors Corporation. The agency's deci-

sive action in the New Valley Corporation bank-

ruptcy assured continuation of a substantially

underfunded Western Union plan by a financially

strong company, preventing a nearly $400 million

liability for PBGC and significant losses for the

workers and retirees in the plan.

The single-employer insurance program deficit fell

to $1.2 billion largely due to the effect of rising

interest rates, the absence of major terminations

during the year, and PBGC's success in averting

the Western Union plan termination.

PBGC became trustee for 105 terminated plans,

the largest number since 1986. Terminations of

underfunded plans increased by 30 percent from

1993 and included 24 plans previously identified

as probable terminations.

PBGC paid about $721 million in benefits to more

than 174,000 people during the year. About

200,000 additional people will receive benefits

when they retire in the future.

The multiemployer program recorded its first

financial loss in 1 1 years, due to allowance for

future losses and the loss in value of the program's

fixed-income assets caused by rising interest rates,

but continued to maintain a considerable surplus.

(Dollars in millions)

1994 1993 Change

SINGLE-EMPLOYER AND MULTIEMPLOYER PROGRAMS COMBINED

Summary of Operations

Premium Income
Loss from Plan Terminations

Investment Income (Loss)

Actuarial Charges (Credits)

Insurance Activity

Benefits Paid

Retirees

Total Participants in Terminated

and Multiemployer Plans

New Underfunded Terminations

Trusteed Plans (Cumulative)

Financial Position

SINGLE-EMPLOYER PROGRAM
Total Assets

Total Liabilities

Net Income (Loss)

Net Position

MULTIEMPLOYER PROGRAM
Total Assets

Total Liabilities

Net Income (Loss)

Net Position

$ 978

$ (249)

$ (426)

$ (927)

$ 721

174,200

372,200
114

1,971

$ 8,281

$ 9,521

$ 1,657

$(1,240)

$ 378

$ 181

$ (79)

$ 197

$ 913

$ 743

$ 1,645

$ 1,682

$ 722

158,400

346,400

88

1,858

$ 8,267

$1

$

$c

,164

(160)

,897)

407

131

107

276

7%
-134%

-126%

-155%

0%
10%

7%
30%
6%

0%
- 1 5%
1 36%
57%

-7%

38%
•174%

-29%
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CHAIRMAN'S MESSAGE

American workers should not have to worry that

they will be shortchanged on their pensions. Their

plans should be properly and fully funded, and the

insurance program that backs their pensions should be

financially secure. We now have a law to assure the

security of pension benefits.

On December 8, 1994, President Clinton signed

into law the Retirement Protection Act—the

Administration's comprehensive package of pension

reforms. With these reforms, we will reverse the trend

that posed a risk to workers and retirees, the pension

insurance program, and, ultimately, American taxpay-

ers. The pension system will be stronger with the

improved funding that will result from the reforms, and

workers and retirees can have more confidence in their

retirement security.

Passage of the reforms is a highly satisfying

conclusion to an intensive effort that this

Administration undertook more than two years ago. I

thank the President for his leadership and the Congress

for its bipartisan support for the reforms. I also

commend the members of the Task Force 1 established

in 1993, which laid the foundation for the reforms.

A new day has dawned for pension security. Those

who work hard and play by the rules should get the

secure retirement they have earned. With the reforms,

pension promises will be kept and the pension insur-

ance system will remain strong, but we must always

remain vigilant for the future.

far*/) 6.jUL
Robert B. Reich

Secretary of Labor

Chairman of the Board

Passage of the reforms is a

highly satisfying conclusion

to an intensive effort that this

Administration undertook more

than two years ago.

^



EXECUTIVE DIRECTOR'S REPORT

Twenty years ago, the enactment of the Employee

Retirement Income Security Act opened a new era of

pension security for American workers. Our nation's

working men and women acquired stronger rights to

their hard-earned pensions, funding rules promised

that their pensions would be paid, and PBGC was

established to provide pension insurance. However,

weaknesses in the law, and particularly the funding

standards, undermined the promise of pension secu-

rity. While the vast majority of single-employer pension

plans are fully funded, underfunding in single-employer

plans has been chronic, persistent, and growing, reach-

ing $71 billion in the most recent report.

With enactment of the Retirement Protection Act,

we can now begin to reverse the trend. This carefully

designed package of pension reforms renews ERISAs

promise of retirement security. Pensions will be better

funded, the pension insurance program will be finan-

cially secure, and companies with underfunded pension

plans will pay their fair share to support the retirement

system. Workers and their employers can now have

greater confidence in a stronger pension system and in

PBGC. They can be assured they will receive their hard-

earned benefits

For PBGC and the working people it protects, 1994

was a year of great progress. Passage of the

Administration's pension reforms, a landmark pension

funding agreement with General Motors, and

PBGC's first unqualified independent audit

opinion on its financial statements stand

out. The energy, ingenuity, and diligence

of the people at PBGC led to a number
of other important accomplishments.

BENEFIT PROTECTION

Through our early warning

program, we are constantly on the

lookout for corporate transactions or

events that may be harmful to the

pensions of workers or to PBGC. If

circumstances warrant, we try to reach

agreement with the plan sponsor before the

transaction is consummated for additiona

protection that will strengthen the plan

and keep it ongoing. During 1994, we
negotiated 16 agreements

totalling nearly

$11 billion that

provided increased

protection for

workers and retirees in underfunded plans and recover-

ies on losses from the underfunding.

Our negotiations yielded the largest contribution

ever made to a PBGC-insured plan when, in May, we
reached a landmark $10 billion pension funding agree-

ment with General Motors Corporation. At the time,

GM's plans were reported to be underfunded by more

than $20 billion, most of which was in one plan cover-

ing some 600,000 GM workers and retirees. GM's contri-

bution of cash and stock will assure this plan a level

of funding it would not otherwise have reached for

almost a decade.

In another noteworthy settlement, New Valley

Corporation, once known as Western Union

Corporation, had an ongoing pension plan for 16,000

Western Union workers and retirees that was under-

funded by nearly $400 million. PBGC's immediate action

seeking a district court order to terminate and protect

the plan and preserve our claims against Western Union

led to an agreement that has kept the plan ongoing and

funded by a financially strong company. This prevented

any loss of benefits for the participants in the plan and

a significant loss for the pension insurance program. In

the words of one grateful Western Union pensioner,

"Without your presence and brilliant maneuvering...

both the Taxpayers and Pensioners of Western Union

would have gotten a raw deal."

CUSTOMER SERVICE

The payment of benefits and service

to those receiving these benefits are the

central work of the Corporation. PBGC
established customer service standards

for our principal customers, the workers

and retirees to whom we owe benefits.

These standards represent our commit-

ment to provide the best possible

service to our customers. We want PBGC
to be a model customer-driven agency.

Over the years, PBGC has distin-

guished itself for its service to partici-

pants. It was most gratifying when Vice

President Al Gore presented PBGC
with a "Hammer Award" in recogni-

tion of our success in reinvent-

ing and expanding our

participant locator

program. This

ongoing
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program enables PBGC to find workers and retirees

owed benefits that cannot be paid for lack of a valid

address. In 1994 alone, we were able to find addresses

for 12,000 out of 15,000 missing people.

There is always room for improvement. To this

end, we moved ahead to reorganize our insurance oper-

ations to institute more efficient team processing of

plan terminations and participant benefits. We also

made progress in our optical imaging effort, converting

1.2 million participant documents to computerized

images. Optical imaging will make these records more

accessible and enable our staff to answer participant

inquiries more quickly and accurately than in the past.

We continued to upgrade our participant commu-
nications. We introduced a semiannual Pension

Newsletter to keep retirees receiving pensions from

PBGC informed about our services and important

developments. We produced a new videotape entitled

"Your Guaranteed Pension" to explain PBGC's guaran-

tees to people in newly trusteed plans. In certain cases

in which PBGC assumed pension plans, senior agency

officials conducted townhall-type meetings to explain

the PBGC program and protections.

Our pilot information campaign, "Know Your

Pension," also proved successful. We initiated this

effort as a way to inform workers and retirees with

underfunded pension plans about their pensions and

PBGC's guarantees. Targeted to parts of Ohio and

Pennsylvania, the campaign's message was carried by

radio stations and newspapers and over 100,000 people

took pamphlets from supermarket racks. We will be

expanding the campaign in 1995 to cover six states.

For its outreach efforts, PBGC received the Award

of Excellence of the National Association of

Government Communicators, which cited our raising

public awareness about pensions and pension funding

issues as "a prime example of the type of government

communication NAGC strives to recognize."

MANAGEMENT

PBGC's extensive efforts to improve its financial

management were rewarded in 1994 when the General

Accounting Office issued the first unqualified opinion

on PBGC's financial statements. GAO stated that it

found PBGCs 1993 and 1992 statements of financial

condition for both insurance programs "reliable in all

material respects." PBGC's significant progress in

improving financial operations and reporting paved the

way for last year's GAO opinion. We continued to

sustain our high level of financial management in 1994

and we have again received an unqualified opinion

from GAO on our 1994 financial statements.

This year, PBGC's deficit decreased. This is a posi-

tive development, but it must be viewed with caution.

The change in the deficit reflects a convergence of

several factors arising from a strong economy. We
sustained no major terminations this year; our negotia-

tions resulted in the continuation of a significantly

underfunded Western Union plan once considered

probable for termination, reducing our evaluation of

probable future claims; and our improved collection

efforts produced the largest premium revenues in our

history. However, the most important factor affecting

the deficit was the rise in interest rates, which reduced

the value of PBGC's benefit obligations but can fall

again, with the opposite effect, in the future. Lasting

progress on the deficit will come from the newly

enacted pension reforms, which will improve funding of

pension plans at risk and increase PBGC's premium

revenues to offset the deficit.

Although beneficial for PBGC's deficit, the rise in

interest rates adversely affected investments. PBGC
responded to changing market conditions by revising

its investment policy to maximize long-term investment

returns, with less risk to the agency, in order to reduce

the deficit. We shortened the duration of fixed-income

assets and increased investment in equities.

In other areas, we continued our efforts to improve

our automated information systems. We are completing

the development of our new premium accounting

system. The new system will enhance collection efforts

that have netted approximately $85 million in previ-

ously unpaid amounts, including about $20 million in

1994. At the same time, we are continuing to work on

integrating our various information systems and

improving our controls over our data.

We also instituted tighter controls on our contracts

and contractors and expanded the number of audits we

perform. For the year, we completed 21 contract audits

and achieved savings of more than $3 million.
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PBGC, 20 YEARS LATER

In September we commemorated the 20th

anniversary of ERISA's enactment, and we reflected on

the intervening years. PBGC started with a small staff

housed in temporary offices with borrowed equipment

and no money. In those pioneering days, the agency

faced an immediate backlog of plan terminations to be

processed, and an almost immediate deficit. In

contrast, we now collect almost $1 billion in premiums

annually, a far cry from the $22 million collected the

first year, and we are managing $8.7 billion in assets.

We insure the benefits of more than 41 million

Americans, with direct responsibility for the pensions

of 372,000 people. We are paying nearly $65 million in

benefits every month.

PBGC has accomplished much in the last 20

years, and yet more remains to be done. Our first prior-

ity is to implement the reforms. We must close the gap

in pension funding and make sure that pensions and

PBGC are truly safe. The reforms give us the tools to do

so. With continued hard work, we will build a future as

memorable as our past.

Sj&^tZL

Martin Slate

Executive Director
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RETIREMENT PROTECTION REFORMS

On December 8, 1994, President Clinton signed

into law the Retirement Protection Act of 1994 as part

of the General Agreement on Tariffs and Trade legisla-

tion passed by the Congress. With enactment of the

pension reforms, the Administration and the Congress

have acted to close the gap of pension underfunding

that has troubled the defined benefit pension system

for more than a decade. For many workers and retirees,

the Retirement Protection Act makes retirement

security a reality.

During the year, the reforms were widely

discussed and broadly supported. Secretary of Labor

Robert Reich and PBGC Executive Director Martin Slate

testified in support of the legislation during three

Congressional hearings. Both the House Ways and

Means Committee and the House Education and Labor

Committee considered the legislation and unanimously

reported it out for action by the full House. In addition,

editorials supporting the pension reforms appeared in

85 newspapers across the country.

The heart of the reforms is strengthened and

accelerated funding for single-employer pension plans

that are less than 90 percent funded. The reforms also

provide PBGC with additional enforcement tools,

improve information for workers and retirees in under-

funded plans, and increase pension insurance premi-

ums for the plans that pose the greatest risk.

Companies with well-funded plans are not affected by

these reforms.

PBGC expects that, over a 1 5-year period, the

reforms will reduce underfunding by more than two-

thirds and put the Corporation on a sound financial

basis by eliminating the deficit within 10 years.

PENSION FUNDING REFORMS

For single-employer plans that are less than

90 percent funded, the reforms will strengthen funding by:

accelerating the funding formula so that new

benefits are funded over a shorter period, with the

greatest effect being felt by plans that are less

than 60 percent funded—most benefit increases

for these plans will be funded over 5-7 years;

removing a loophole in prior law that allowed

employers to use certain credits or other offsets

to lessen minimum funding payments;

constraining the interest and mortality assump-

tions that may be used for calculating minimum

funding contributions by specifying the appropri-

ate mortality tables and gradually narrowing the

range of permissible interest rates; and

adding a new plan solvency rule to ensure plans

have enough cash and marketable securities to

pay current benefits.

Transition rules will ease the impact and enhance

the affordability of the new requirements. The reforms

also remove certain impediments to full funding by

granting excise tax relief in some situations. They also

eliminate requirements for quarterly contributions for

fully funded plans.

COMPLIANCE REFORMS

The reforms enhance PBGC's compliance author-

ity and early warning program by strengthening our

ability to protect pensions through new reporting

requirements that should assure PBGC will have

adequate information with which to act. Employers

with large pension underfunding are required to

provide PBGC annually with detailed actuarial informa-

tion on their plans and financial information on the

sponsoring companies and their controlled group

members. Privately held companies with plans that are,

in the aggregate, less than 90 percent funded and

underfunded by more than $50 million must provide

PBGC with 30 days' advance notice of significant corpo-

rate transactions that might threaten the future funding

of pensions. PBGC already is able to monitor the trans-

actions of publicly held companies through publicly

available sources.

PBGC is given express authority to enforce mini-

mum funding requirements, and the reforms improve

the agency's authority to file liens against employer

assets for missed contributions. Finally, employers are

prohibited from increasing benefits in underfunded

plans during bankruptcy.

PARTICIPANT PROTECTION REFORMS

Workers and retirees need to know the financial

condition of their pension plans, the consequences of

underfunding on their promised benefits, the scope of

PBGC's guarantees, and that they will receive their

benefits even if they are unaware that their fully funded

plan has terminated. The reforms broaden information

requirements and provide other protection for workers

and retirees. Employers whose plans are less than

90 percent funded must provide participants with an
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annual plain-language explanation of their plan's fund-

ing status and the limits on PBGC's guarantee. In addi-

tion, PBGC will serve as a clearinghouse for partici-

pants who cannot be located upon termination of a

fully funded plan. The employer will have to either

purchase an annuity contract covering such people or

transfer sufficient assets to PBGC to pay the partici-

pants' benefits once the participants are found or they

contact PBGC Also, the reforms require employers, by

the year 2000, to use uniform interest and mortality

assumptions in calculating minimum lump-sum

payments of benefits.

PREMIUM REFORMS

PBGC's annual insurance premium for single-

employer plans includes a flat-rate charge of $19 per

participant paid by all plans and an additional variable-

rate charge of $9 per $1 ,000 of unfunded vested bene-

fits paid only by underfunded plans. The variable-rate

charge, however, had a maximum cap under prior law

that limited premium obligations and weakened the

funding incentive for the most seriously underfunded

plans. Although plans affected by the cap accounted for

80 percent of all the underfunding in single-employer

plans, they paid only 25 percent of PBGC's total

premium revenues. The reforms provide an incentive

for funding pensions and bring balance to the premium
structure by phasing out the current cap on the vari-

able-rate charge over three years. With the premium
reforms, PBGC expects the deficit to be eliminated

within 10 years.

BANKRUPTCY REFORMS

The Congress also passed legislation during the

year to amend the Bankruptcy Code. Signed into law

by President Clinton on October 22, 1994, one provi-

sion of the Bankruptcy Amendments of 1994 allows

PBGC to be a member of creditors' committees with

full voting rights. Under prior law, PBGC was not

allowed to be a member of these committees, despite

frequently being the largest creditor because of

pension underfunding. The change in the Bankruptcy

Code will enable PBGC to participate in bankruptcy

reorganizations, to have full access to essential infor-

mation, and to expedite reorganization proceedings

for the benefit of all parties concerned.
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ENFORCEMENT

Vigilance and decisive action marked PBGC's

enforcement activities during 1994. Through year-round

monitoring of companies with substantially under-

funded plans, combined with determined negotiations

and litigation, PBGC achieved some of the biggest

successes in its history.

EARLY WARNING PROGRAM

PBGC's early warning program played a vital role

in the agency's efforts to prevent benefit losses for

workers, retirees, and the insurance program. PBGC
seeks to proactively identify and address concerns

about large underfunded plans that will strengthen the

plans and keep them ongoing. The Corporation tries to

ensure that pensions are protected when companies

restructure or otherwise engage in major transactions.

During the year, in-house financial analysts and

actuaries closely monitored more than 300 companies

with significantly underfunded plans that represented

over 80 percent of the total underfunding in PBGC-

insured single-employer plans. Through analysis of com-

pany financial statements, government reports, actuarial

valuations, and public announcements of major transac-

tions, the PBGC staff evaluated the risk of future plan

terminations and identified transactions or events that

could adversely affect a plan and its participants.

This information enabled PBGC to negotiate key

settlements valued at nearly $1 1 billion with 16 plan

sponsors. This includes a major pension funding agree-

ment with General Motors Corporation, and other settle-
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GM Is Backed On Plan to Cut Pension Liability

Plan for Extra Contribution

Of $10 Billion Clears

U.S. Guaranty Agency

By Robert L. Sdmison

And Albert R. Karr
Slajf Reporters of TKE Wall Stbeet Journal

General Motors Corp. won a key en-

dorsement for its plan to give an additional

$10 billion in cash and stock to its fund for

hourly workers, thus substantially reduc-

ing America's biggest unfunded pension

liability.

The federal Pension Benefit Guaranty

Corp. said it agreed to "Ian under which

Labor Secretary Robert B. Reich, who

is the chairman of the PBGC's board,

lauded the GM plan as a "welcome step."

The PBGC, the federal corporation that

guarantees private pension funds, said the

proposed contribution would be the largest

ever made to a private pension plan. The

Labor Department's Pension and Welfare

Benefits Administration will rule on GM's

request for exemptions from certain rules

covering the investment holdings of pen-

sion funds.

GM had proposed the stock contribution

last November but hadn't put a figure on

additional cash contributions. Senior man-

agement has put a high priority on reduc-

ing the pension liability during the indus-

try's current sales boom while the com-

pany is generating plenty of cash.

Rut the huge volumes of cash "" "-*'

Although Wall Street has been gener-

ally favorable to GM's determination to

reduce the pension liability, GM shares

tumbled $1.25 to close at $54.25 in compos-

ite trading yesterday on the New York

Stock Exchange. GM Class E shares fell

$1.50 to close at $33.75. Class E shares

represent a dividend claim on GM's wholly

owned EDS unit, not an equity stake in it.

GM's pension fund held assets totaling

$51 billion at the end of 1993, 30% short of

the $73 billion in estimated liabilities. The

fund covers more than 600,000 workers and

retirees.

GM hopes that cutting the pension

liability down to size "will help us with the

ratings agencies," said Heidi Kunz, GM
vice president and treasurer. Standard &
Poor's Ratings Group still ranks GM com-

•nar — a second-tier risk. Yester-

•js gm -«--

ments that provided more than $800 million in increased

protection for participants of underfunded plans.

General Motors Corporation: In May 1994, following

months of negotiations, PBGC reached an agreement

with GM for the company to contribute about

$10 billion in cash and stock to its largest and most

underfunded pension plan. At the time of the agree-

ment, the total underfunding for all of GM's plans was

reported to be approximately $20 billion, most of which

was in the plan covered by the agreement. That plan

covers more than 600,000 GM workers and retirees.

GM's contribution consists of $4 billion in cash

and 177 million shares of GM Class E stock. The

company agreed not to use the $10 billion contribu-

tion to offset its annual required contributions until

2003, except under certain circumstances. In return,

PBGC agreed to release GM's information technology

services subsidiary, Electronic Data Systems

Corporation (EDS), from liability for GM's pensions,

under certain circumstances, if EDS leaves the GM
corporate group.

New Valley Corporation (formerly Western Union

Corporation): Throughout New Valley's bankruptcy

proceedings, which began in November 1991, PBGC
actively sought an agreement that would ensure that

New Valley's ongoing pension plan—the tenth most

underfunded plan in the country—was adequately

protected under any reorganization proposal. That plan,

which is underfunded by about $400 million, covers

16,000 Western Union workers and retirees.

On September 23, 1994, the bank-

ruptcy court approved, over PBGC's

objections, a bid for Western Union

Financial Services, Inc., New Valley's

major asset, that did not include assump-

tion of the pension plan. On October 17,

PBGC sought a district court order termi-

nating the plan before the sale could be

finalized. PBGC took this action to

preserve its pension claims against

Western Union while it was still a member
of New Valley's controlled group. In

response, on October 19, New Valley and

First Financial Management Corporation

(FFMC), the prospective purchaser of

Western Union, agreed that FFMC would

assume responsibility for the pension

plan as part of the sale of Western Union.

The bankruptcy court subsequently
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U.S. Announces

Pension-Plan Pact

For New Valley

By Albert R. Kakr
Staff Reporter of The Wau Street Journal
WASHINGTON - The Pension Benefit

Guaranty Corp. announced a pension-plan

agreement for New Valley Corp. s Western
Union operations that could enable the

federal agency to shelve its attempt to ter-

minate the underfunded plan.

The agency said the agreement in

principle with New Valley and Atlanta-

based First Financial Management Corp..

which last month won a bidding war for

Western Union, will m-ovide full pension

The agency said that by obviating any

need for it to take over the plan, the

agreement also would avert any loss to the

federal pension-insurance program. The

agency said on Monday that it would be

liable for S178 million of a $389 million

underfunding. and that the liability and

deficit could grow in the future.

The agreement is subject to approval

by a federal bankruptcy court in Newark,

N.J., which set a hearing for today on the

matter. New Valley is in Chapter 11 bank-

ruptcy proceedings.

The agency asked the U.S. district

court in Newark to temporarily postpone a

hearing on terminating the Western Union

pension plan. The agency had filed a

lawsuit Monday to terminate the plan, the

fourth-largest pension intervention ever

undertaken by the agency.

New Valley responded at tip Mr* by

ment with First Ftnancis

credit-card, check-proce

services company to assu

for the pension plan. 1

Monday it hadn't seen th

Martin Slate, the exei

the agency, which is pai

new agreement, yesterda

has always been to keep

ongoing and assumed by i

enough to back the pensic

Under the agreement

would be responsible fo

mum funding and will as.1
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funded in the nation, the
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Friday. Juk 22, 1994

confirmed New Valley's plan of reorganization, includ-

ing the sale of Western Union. Because of this swift

action, the plan will be kept ongoing and funded by

a financially strong company, thus protecting the

pensions of Western Union's workers and retirees and
averting a potentially significant loss for the pension

insurance program.

Pan Am Corporation: PBGC reached a $1 10 million

cash settlement of the defunct airline's liability for

three terminated Pan Am pension plans, which the

bankruptcy court approved after the year ended. PBGC
had asserted claims in Pan Am's bankruptcy for more
than $900 million of unfunded benefits. Although little

was left in the Pan Am estate, PBGC recovered about a

third of what was available. In return, PBGC relin-

quished all other claims against Pan Am and ended all

its litigation with the airline.

Armco, Inc.: In lune 1994, PBGC and Armco reached a

settlement worth $27.5 million that resolved Armco's

liability for a terminated plan once sponsored by

Armco's affiliate, Reserve Mining Company, and
strengthened a separate ongoing Armco plan. The
settlement ended a PBGC suit seeking to establish

Armco's responsibility for the plan, which was under-

funded by about $21 million when terminated in 1987.

Under the agreement, Armco paid PBGC $10 million

in cash to satisfy its liability for the plan's underfund-

ing. Armco also contributed $17 5 million, in addition

to its normal annual contributions, to its own ongoing
plan for hourly employees. That plan, underfunded by
nearly $300 million as of 1992, covers 20,000 workers

and retirees. The $17.5 million contribution far

exceeded the amounts Armco would have contributed

to the plan over the next two years had the agreement
not been reached.

Harvard pension

fund to receive

$24 million boost
By LARRY AVILA
Managing Editor

Employees and retirees of Harvard Industries won't have to worry about (heir

retirement programs any longer.

The Pension Benefit Ouaranty Corp. announced this week that New Jersey-based

Harvard Industries will add $24 million to the company's underfunded pension plans over

the next three years.

'This agreement, which will reduce the plans' underfunding substantially, underlines

our determination to protect the pensions of American workers," said Manin Slate,

executive director of PBGC. "Harvard Industries is to be commended for its willingness

to put additional funding into its pensions plans."

Under the arrangement. Harvard will make a $6 million contribution to its Albion

Division's Hourly-Rate Pension Plan on Aug. 2. Additionally. Harvard will make
quarterly contributions— totaling 56 million annually— for the next three years which is

CmrrnAmfan* *- - wvordifiR to PBGC.
"»-— - Mtrh'

Harvard Industries, Inc.: Harvard Industries, with eight

pension plans that were underfunded by at least

$25 million, planned a $100 million debt offering to

retire existing bank and trade debt and a portion of its

preferred stock. Concerned that collateralization of the

new debt and other aspects of the transaction would
increase PBGCs risk of long-run loss should the plans

terminate in the future, PBGC reached an agreement

with the company for advance funding of the plans.

Under the agreement, Harvard Industries will contribute

$24 million, over and above its required pension fund-

ing, to its underfunded plans over the next three years.

The agreement includes additional protections for PBGC,
including restrictions on preferred stock redemptions.

Great American Management and Investment, Inc.

(GAMI): Shortly after the year ended, PBGC reached an

agreement with GAMI that protected the pensions of

1 1 ,000 workers and retirees of companies under GAMI's

control. The pension plans of GAMI and its subsidiaries

are underfunded by more than $30 million.

Most of GAMI's earnings are derived from an affili-

ated group of companies, the Falcon Group. Falcon was
planning an initial public offering of stock that could

have relieved the group of joint-and-several liability for

the GAMI pensions. Under the agreement with PBGC,
each company in the Falcon Group will remain liable

for the underfunding of any GAMI-affiliated pension

plan that terminates in the next five years.
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Lone Star Industries, Inc.: Lone Star, which successfully

emerged from bankruptcy in April 1994, has nine

underfunded pension plans that will be better

protected as a result of the company's settlement

agreement with PBGC. The plans cover about 5,900

people and were underfunded, at the time, by about

$73 million. Under the settlement, Lone Star agreed to

keep the plans ongoing and to contribute about

$12.3 million to them in addition to its required annual

contributions. The company also gave PBGC a security

interest in real property and a partnership with a value

of at least $35 million as additional protection should

the plans terminate in the future.

American Cyanamid Corporation (ACY): ACY, which

had a single pension plan with 37,000 participants,

proposed to break up its controlled group by spinning

off a subsidiary, Cytec Industries, Inc., to its sharehold-

ers. As part of this transaction, ACY proposed to spin

off the portion of the ACY plan relating to Cytec's 4,500

active employees. The plan being spun off had under-

funding of about $100 million. Because Cytec did not

have the financial resources of ACY, PBGC sought

protection from ACY for Cytec's pension obligations.

ACY subsequently agreed to remain responsible for

full termination liability should the Cytec plan termi-

nate without enough money to pay all promised

pension benefits.

LITIGATION

PBGC prefers to negotiate settlements of pension

issues with the responsible employers, but the agency

will not hesitate to take legal action when necessary to

protect its interests or those of workers and retirees. Its

successful record in federal courts across the country is

an important incentive for employers to seek resolution

of pension issues through negotiated settlements

rather than litigation.

At the end of the year, PBGC had 121 active cases

in state and federal courts and 638 bankruptcy cases.

East Dayton Tool and Die Company, Inc.: PBGC won a

significant victory when an appellate court applied

PBGC's definition of a group of commonly controlled

companies in finding that the members of the

Roscommon Group were jointly and severally liable for

the terminated East Dayton pension plan. The court

upheld PBGC's determination that, under federal

pension law, a corporate group's responsibility for an

underfunded pension plan is based on stock ownership

of the plan sponsor rather than on "actual" control of

the company. The Roscommon Group owned all of East

Dayton's stock but had lost control of the company

after defaulting on the loan through which the group

obtained East Dayton. The court found that actual

control of East Dayton on the date the pension plan

terminated was irrelevant.

CF&I Steel Corporation: In a case with poten-

tially broad ramifications for PBGC's recoveries

in bankruptcies, PBGC continued to pursue its

claims for a CF&I plan that was underfunded

by about $220 million when terminated in

March 1992. Under CF&I's consensual plan of

reorganization, which was confirmed in 1993,

PBGC is to receive a share of liquidation

proceeds that will include a limited partner-

ship interest in the business that was trans-

ferred to new owners by an asset sale, and

may include cash and other consideration.

PBGC estimates the total value of the poten-

tial recovery at about $33 million. PBGC may

recover additional amounts depending on the

outcome of pending litigation on its claims.

In a November 1994 ruling, a district court

denied priority to most of PBGC's

claims for minimum funding contributions

owed CF&I's plan and for the plan's underfund-

ing. The court also remanded the case to the

bankruptcy court for reconsideration of the

amount of PBGC's underfunding claim, ruling

that the bankruptcy court erred in deferring

to PBGC's interest rate assumption. PBGC

is seeking leave to pursue an immediate

appeal of this ruling.

<>



White Consolidated Industries, Inc.: White contin-

ued to contest PBGC's claims for the estimated $120
million underfunding in several pension plans that

White transferred in a 1985 transaction with Blaw

Knox Corporation. PBGC is alleging that a principal

purpose of White in entering into the transaction

was to evade the pension liabilities. Within the past

three years, PBGC has had to terminate all six Blaw
Knox plans, because they either ran out of money
or lacked sufficient funds to pay all benefits when
due. The case remained pending before a district

court at yearend.

Collins v. PBGC; Page v. PBGC: In these consolidated

class-action suits, the plaintiffs—participants in plans

that terminated before September 26, 1980, without

having been amended to adopt ERISA's minimum
vesting standards—sought a court ruling requiring

PBGC to guarantee their benefits as if their plans had

been amended. PBGC had determined at the time

their plans terminated that only those benefits vested

under the express terms of their plans were guaran-

teeable. PBGC and the plaintiffs continued to discuss

a settlement throughout the year.

RULEMAKING

PBGC issued final rules shortly after the year ended
that will strengthen the agency's debt collection powers.

One set of rules has enabled PBGC to participate in the

Internal Revenue Service's tax refund offset program and
claim the tax refunds of companies to offset amounts
owed to PBGC, particularly unpaid premiums. A separate

program known as administrative offset will allow PBGC
to claim money owed to its debtors by other federal

agencies. The offset programs will be triggered only

when there is a failure to pay a legally enforceable debt

already owed to PBGC.
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CUSTOMER SERVICE

In 1994, PBGC expanded its efforts to reach out to

people covered by plans taken over by the agency and

to reassure them about their retirement security.

Changes are in process that are enhancing PBGC's abil-

ity to process plan terminations and serve the workers

and retirees in terminated plans.

BENEFIT PROCESSING

PBGC's responsibility for benefit payments begins

immediately upon becoming trustee of a terminated

plan. Top priority is given to maintaining uninterrupted

benefit payments to existing retirees and commencing

payments to new retirees without delay. Concurrently,

PBGC staff also begin intensive efforts to obtain essen-

tial data and records on each individual participant, a

difficult task frequently complicated by inadequate plan

and employer records.

PBGC pays estimated benefits to retirees until it

has confirmed all necessary participant data and valued

plan assets and recoveries from the plan's sponsor.

PBGC then calculates the actual benefit payable to

each participant according to the specific terms of the

participant's plan, statutory guarantee levels, and the

funds available from plan assets and employer recover-

ies. These benefit calculations can be an intricate

process since each trusteed plan is different and must

be administered separately.

Trusteed Plans: During 1994, PBGC became trustee of

105 single-employer plans, almost 40 percent more

than in 1993. PBGC is in the process of trusteeing an

additional 1 17 terminated single-employer plans,

which, along with 10 multiemployer plans previously

trusteed, will bring the cumulative number of trusteed

plans to 1 ,971 . This total also reflects the changed

Plans Trusteed 1974-1994
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circumstances of one plan, which no longer required

PBGC trusteeship.

Benefit Payments: About 372,000 participants from

single-employer and multiemployer plans rely on PBGC
for current and future pension benefits. These include

174,200 retirees receiving pensions and about 200,000

additional people who are entitled to receive benefits

when they retire in the future. Another 71 ,000 partici-

pants are in plans that were considered likely to termi-

nate but had not done so before the year ended. Benefit

payments during 1994 totalled about $721 million.

Customer Service Standards: PBGC established

Customer Service Standards to better serve our princi-

pal customers, the workers and retirees to whom we

pay pension benefits. Publication of these standards

as part of the National Performance Review report,

WE PLEDGE

As customers of PBGC, you deserve our best efforts

Our first goal, of course, is getting you your benefit

check on time each month. We are also committed

to always showing you courtesy and respect when

you contact us. For 1995, we pledge that:

\n all communications with you, we will

acknowledge your inquiry within one week.

\f we cannot give you an immediate answer,

we will tell you when to expect it and we will

give you a specific point of contact at PBGC.

If it will take us longer than expected to answer

your question, we will give you a status report and

tell you a new date when to expect an answer.

If you are receiving a pension check, changes you

request (such as address change, direct deposit,

tax change) will be made within 30 days, if the

request is received by the first of the month.

It will take another month if the request is

received after the first of the month.

76 78 '80 '82 90 '92 '94
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Retirees Receiving PBGC Benefits by State
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"Putting Customers First, Standards for Serving the

American People," culminated a cooperative effort that

involved frontline PBGC employees who deal directly

with the participants, representatives of participants,

and PBGC management.

To implement the standards, PBGC is reviewing

the processes that affect customer services to ensure

they support this effort, providing customer service

training to staff who deal directly with our customers,

and identifying additional standards that may be

needed. PBGC also will measure overall customer satis-

faction through a periodic survey of the workers and
retirees whose plans the agency has taken over.

Participant Outreach: Overall communications with our

customers took a major step forward as PBGC intro-

duced the Pension Newsletter for retirees paid benefits

by the agency. The semi-annual newsletter, which has

met with an enthusiastic response from the retirees,

keeps them abreast of developments at the agency and
communicates important information about PBGC's

customer services and benefit payment procedures. In

addition, PBGC produced and issued a videotape enti-

tled "Your Guaranteed Pension" to explain PBGC's guar-

antees and reassure participants in newly trusteed

plans. The video has proven particularly useful in meet-
ings PBGC conducts with participants of large, newly

trusteed plans to allay their concerns about their

pensions. In 1994, PBGC held 10 such meetings in

several locations across the country for plan termina-

tions affecting about 15,000 people.

During the year, PBGC conducted a pilot "Know
Your Pension" information campaign targeted to parts

of Ohio and Pennsylvania. The campaign sought to

educate participants in ongoing underfunded plans

about their pensions and PBGC's guarantees through

newspaper articles, radio messages, posters, and read-

ily accessible pamphlets. The results of the campaign
far exceeded expectations. The radio messages were

carried on about 40 stations reaching almost 2 million

homes. The newspaper columns were carried by nearly

70 newspapers with more than 6 million readers. More
than 100,000 pamphlets were taken, generating over

32,000 requests for additional publications. The
program will be expanded in 1995 to cover six states

where there are 4,700 underfunded plans covering more
than 2.4 million people.

PBGC's missing participant program, through

which PBGC tries to find workers and retirees who may
be unaware they are entitled to benefits, generated

successful results during the year. A Wall Street lournal

article headlined "Agency Reunites People and Their

Pensions" began: "They're from the government, and
they're here to help you. Really." [Excerpted from The Wall

Street lournal . February 17, 1994, ®Dow Jones & Company, Inc.)

The project enabled PBGC to locate addresses for

12,000 out of 1 5,000 missing people, for which Vice

President Gore presented PBGC with the National

Performance Review's "Hammer Award."

Service Improvements: PBGC moved ahead with plans

to reorganize its longstanding "assembly line" method
for processing plan terminations and participant bene-

fits in order to streamline and strengthen the process.



In place of the agency's previous sequential handling of

the procedural steps, PBGC has put in place interdisci-

plinary teams combining the various actuarial, financial,

and benefit processing skills needed to simultaneously

complete these tasks. The teams will assure faster, more

efficient, and more accurate results than are possible

through the current procedures. Participants will receive

individualized and direct service.

PBGC has a range of actions underway to improve

customer service. One project to expedite the calcula-

tion and communication of participant benefits

resulted in the issuance of more than 25,500 individual

benefit determinations, nearly 25 percent more than

were issued in 1993. In addition, PBGC established

"800" telephone numbers at all 18 of its field benefit

locations, assuring direct, toll-free service for the

people paid through these local pension administra-

tion offices, and will soon establish this service at its

headquarters location in Washington, DC.

The past year also saw significant progress in

PBGC's optical imaging of plan and participant docu-

ments, a program initiated in 1993. Optical imaging

provides enhanced computer-based document storage

and retrieval capabilities through conversion of

documents to computerized images. Optical imaging

is critical to PBGC's ability to provide faster, better

service to participants. During 1994, the agency

imaged 1.2 million separate participant documents.

PBGC expects to complete imaging of all its plan and

participant records during 1995.

APPEALS OF BENEFIT DETERMINATIONS

PBGC established its Appeals Board in 1979 to

resolve appeals of certain initial PBGC determinations.

Almost all of the appeals PBGC receives are from

participants disputing PBGC's determination of their

benefits. Approximately 2 percent of all determinations

issued are actually appealed.

Most appeals are closed without Appeals Board

action because the appeals department and other

PBGC staff are able to resolve the issue informally or

the appellant simply needs a better explanation of

PBGC's determination. In 1994, 63 of the 156 appeals

decided by the Board required changes in participants'

benefits, and those changes usually were due to new

facts presented by the appellant or a different interpre-

tation of plan provisions.
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OPERATIONS

PBGC's single-employer plan insurance program

posted a significant financial gain for the year largely

through the effect of rising interest rates on the

program's benefit obligations, the low impact of plan

terminations, including deterrence of the termination

of a major underfunded plan, and stepped-up collec-

tion efforts. As a result, the program's deficit fell

sharply by yearend. The separate insurance program for

multiemployer plans, while still carrying a considerable

surplus, recorded its first financial loss in 1 1 years.

SINGLE-EMPLOYER PROGRAM

The number of American workers and retirees with

pensions insured under the single-employer program

grew slightly, to nearly 33 million people, despite a

continuing decline in the number of single-employer

pension plans covered by PBGC. There are about 56,000

single-employer plans, based on the most recent data

available, which is for 1992 when there were about 8,000

terminations of fully funded plans. The number of termi-

nations each year has dropped considerably since then.

Program Finances: A healthy economy buttressed the

pension system. With no major plan terminations and
rising interest rates, PBGC reported a $249 million

reduction in its accumulated losses from actual and
probable plan terminations. This reduction of losses

contributed to PBGC's significantly increased under-

writing income.

As a result of stepped-up collection efforts and
the continued growth in underfunding, PBGC's

premium revenues increased by $65 million to

Single-Employer Program

Assets and Liabilities
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$955 million. Despite investment losses, PBGC also

reported more than $400 million in financial income
primarily due to actuarial credits reflecting the change
in interest rates. The net result for the year was that

the single-employer program's liabilities dropped to

about $9.5 billion. Assets increased slightly to nearly

$8.3 billion. By yearend, the single-employer program's

deficit had fallen to about $1.2 billion.

Standard Terminations: An employer may end a

fully funded plan in a standard termination by annuitiz-

ing or paying lump sums to participants. Standard

Annual Single-Employer Plan

Standard Terminations
(Notices Received)
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terminations are subject to legal requirements

governing notifications to participants and PBGC
and payment of the participants' benefits. PBGC may
disallow any standard termination that does not

comply with the requirements.

There were considerably fewer standard termina-

tions in 1994, continuing a decline from the historically

high levels reported during the late 1980s. In 1994,

PBGC received about 3,950 notices of standard termina-

tions, about 25 percent fewer than were received in 1993

and one-third the number received annually in the years

1987-1990. Including plans for which PBGC received

notices before 1994, the Corporation permitted comple-

tion of about 4,060 standard terminations and returned

or disallowed another 1 ,560 cases that were incomplete

or failed to meet legal requirements. The agency

processes its applications for standard terminations

well within the 60-day statutory time period.
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PBGC audits a statistically significant number of

completed terminations to confirm compliance with the

law and proper payment of participants' benefits. These

audits generally have found few and relatively small

errors in benefit payments, which plan administrators

are required to correct. Under prior law, certain situa-

tions involving distribution of assets could be corrected

only by cancellation of the termination, which could

prove harmful to plan participants. The new law allows

PBGC to exercise other remedies, such as the imposi-

tion of a penalty, if the agency determines that

cancelling a termination would be inconsistent with the

interests of the plan's participants and beneficiaries.

Distress and Involuntary Terminations: Defined benefit

plans that are not able to pay all promised benefits

may be terminated either by the employer responsible

for the plan or by PBGC. An employer wishing to termi-

nate an underfunded plan generally may do so only if

the employer is being liquidated or if the termination is

necessary for the company's survival. The employer

must first prove to PBGC, or to a bankruptcy court if

appropriate, that it and each of its affiliated companies

meets one of the financial distress criteria set by law.

An underfunded plan also may be terminated

involuntarily by PBGC when necessary to protect the

interests of the participants or of the insurance

program. PBGC must terminate any plan that has insuf-

ficient assets to pay current benefits.

The number of underfunded plans requiring

distress or involuntary termination increased in 1994.

Terminations during the year included plans from

Schwinn Bicycle Company; Avtex Fibers, a Virginia

textile company; Washington Industries, a Tennessee

clothing manufacturer; Heintz Corporation, a

Philadelphia aeronautical parts manufacturer; Blaw

Knox Corporation; and Sharon Steel, a Pennsylvania

steel company. By yearend, PBGC had approved the

LOSS EXPERIENCE FROM SINGLE-EMPLOYER PLANS *

(Dollars in millions)

Year of

Termination

Number
of Plans

Benefit

Liability

1975-1981

1982-1988

1989-1994

Subtotal

Probable

Total

824

781

356

742

3,058

4,690

,961

39 2,699

termination of 1 14 underfunded plans, in contrast to

the 88 plans in 1993. The actual termination date for

many of these plans occurred in earlier years.

Although more underfunded single-employer

plans terminated in 1994 than in the previous year,

losses from underfunded plans dropped substantially.

PBGC's annual losses from underfunded single-

employer plans have been variable throughout its

history, with net losses generally increasing since 1982.

SINGLE-EMPLOYER PROGRAM EXPOSURE

The majority of single-employer plans insured by

PBGC are fully funded. However, total underfunding in

single-employer plans increased to $71 billion as of

December 31, 1993, from the $53 billion reported for

the end of 1992. These underfunded plans, which

covered about 8 million workers and retirees, had total

assets of $316 billion and total liabilities for vested

benefits of $387 billion.

Growth of Underfunding

Single-Employer Plans
(Dollars in billions)
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922

2,043

$ 129

203

390

5 317

1,932

2,257
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2.5

6.3

3,260

1,201

723

333

2,000 $11,11 $4,461 $1,055

4,506

1,166

$5,672

Note Numbers may not add up to totals due to rounding

• Stated amounts are subject to change until PBGC finalizes values for liabilities, assets, and recoveries of terminated plans Amounts in this table are valued as of the

date of each plans termination and differ from amounts reported in the Financial Statements and elsewhere in the Annual Report, which are valued as of the end of the

stated fiscal year
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This underfunding remains concentrated in a

relatively small number of companies and industries.

More than half of the underfunding is in large pension

plans, primarily in the automobile, steel, industrial

and commercial machinery, airline, and tire and

rubber industries.

Underfunding increased in 1993 primarily due to

the historically low interest rates, but a hard core of

underfunding has persisted since enactment of ERISA

in 1974. Even if interest rates remained constant, there

still would have been no significant improvement in

underfunding, which has grown over the past decade.

In order to measure how much of the current

underfunding may result in future claims, PBGC
categorizes underfunding into three loss contingency

classifications that follow generally accepted account-

ing principles and are based on the financial condition

of plan sponsors. The classifications are: probable,

reasonably possible, and remote.

Probable claims are those that are likely to occur.

PBGC estimates and records them as liabilities as

they are determined, as required by financial account-

ing standards.

Approximately one-fourth of the $71 billion

underfunding (about $18 billion based on public infor-

mation obtained from corporate annual reports) is in

plans maintained by companies that had below-invest-

ment-grade bond ratings as of September 30, 1994, and

present a risk to the insurance program and to partici-

pants with nonguaranteed benefits. These plans are

included in PBGC's reasonably possible claims.

About three-fourths of the underfunding is in plans

sponsored by financially sound firms. These are catego-

rized as remote claims. Pension underfunding in these

plans is not presently a risk to participants or PBGC.

PBGC's estimate of underfunding in single-

employer plans does not reflect increases in under-

funding that typically occur in plans of troubled compa-

nies as they minimize their pension contributions and

pay costly early retirement benefits that result from

increased layoffs and plant shutdowns. In certain cases,

the underfunding that PBGC is obligated to make up

will have increased substantially by the time an under-

funded plan is terminated.

FINANCIAL FORECASTS

ERISA requires that PBGC annually provide an

actuarial evaluation of its expected operations and

financial status over the next five years. PBGC histori-

cally has extended these forecasts to cover 10 years.

As a result of passage of the Retirement Protection

Act of 1994, the forecasts for PBGCs future have

improved markedly.

PBGC's forecasts are subject to significant uncer-

tainty since the amount of PBGC's future claims depends

on many factors, including current underfunding among
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insured plans, future changes in funding levels,

bankruptcies among plan sponsors, and recoveries

from these bankrupt sponsors. These factors are

influenced by future economic conditions, invest-

ment results, and the legal environment that the

Congress and the courts create for PBGC's insurance

program. Over the longer term, PBGC also will be

affected by labor force trends, global trade, and

employers' preferences among the variety of pension

plans available.

PBGC's current methodology for the 10-year fore-

casts relies on an extrapolation of the agency's claims

experience and the economic conditions of the past

two decades. As a result, the forecasts do not reflect a

full range of economic conditions and do not measure

the high degree of uncertainty surrounding PBGC's

future claims. To address the limitations of the fore-

cast methodology, PBGC is developing a simulation

model, called the Pension Insurance Management

System (P1MS), to examine its financial condition

under a full range of economic scenarios. Until P1MS

is complete, PBGC is continuing to rely on its current

methodology.

Ten-Year Forecasts: PBGC has prepared three 10-year

forecasts of its single-employer program (A, B, and C)

using its current methodology to give a long-term view

of the expected status under different loss scenarios.

PBGC expects its history of significant annual varia-

tions in losses to continue. These forecasts include the

significant improvement in PBGC's financial condition

expected as a result of the December 1994 enactment

of the Retirement Protection Act.

Forecast A is based on the average annual net

claims over PBGC's entire history ($382 million per

year) and assumes the lowest level of future losses.

Forecast A projects steady net income resulting in

gradual elimination of PBGC's deficit and a surplus of

$5.1 billion at the end of 2004.

Forecast B, which assumes the mid-level of future

losses, is based upon the average annual net claims

over the most recent 13 fiscal years ($516 million per

year). PBGC began incurring significantly larger claims

in 1982. Forecast B projects lower net income levels

than Forecast A that still lead to gradual elimination

of PBGC's deficit and a surplus of $2.8 billion at the

end of 2004.

Forecast C is highly pessimistic and reflects the

potential for heavy losses from the largest underfunded

plans by assuming that the plans that represent

reasonably possible losses will terminate uniformly

over the next 10 years in addition to a modest number

of lesser terminations each year. (Reasonably possible

losses are discussed in Note 8 to the financial state-

ments.) This forecast assumes $1.15 billion of net

claims each year, resulting in steady growth of PBGC's

deficit throughout the 10-year period to $7.8 billion.

The methodology used to produce Forecast C was

revised for this year to reflect the impact of the sharp

increase in interest rates that has occurred since

December 31,1 993. The value of assets and liabilities of

plans that represent reasonably possible losses has been

re-estimated consistent with the September 30, 1994,

interest rate, mortality, and administrative expense

assumptions used in Forecasts A and B. If Forecast C

had been prepared consistent with the prior year's

methodology, on the basis of the December 31, 1993,

5.65% interest rate assumption at which reasonably

possible losses were initially valued, the forecasts

would have reflected $1.72 billion of net claims each

year and projected rapid growth of PBGC's deficit

throughout the 10-year period to $17.2 billion.

The 1994 forecasts share several assumptions.

Projected claims are in 1994 dollars. The present value

of future benefits is valued using actuarial assumptions

consistent with assumptions used to value the present

value of future benefits in the financial statements as

of September 30, 1994. Assets are projected to grow at

7.81% annually. Benefits for plans terminating in the

future are assumed to grow at 5.93% annually until

termination. Plan funding ratios are assumed to

increase at 1.5% per year from historical averages and

recoveries from plan sponsors are assumed to be

constant at 10% of plan underfunding. The number of

participants in insured single-employer plans is

assumed to remain constant. The flat-rate portion of

the single-employer premium is assumed to remain

constant at $19 per participant. Receipts from the

variable-rate portion of the premium are projected on

the basis of a constant 30-year U. S. Treasury bond rate

of 7.75%. Assumed administrative expenses through

1996 are consistent with PBGC's 1996 President's

Budget submission and are projected to grow 5.93%

each year thereafter.

<>



MULTIEMPLOYER PROGRAM

The multiemployer program, which covers about

8.7 million participants in about 2,000 insured plans,

is funded and administered separately from the single-

employer program and differs from the single-

employer program in several significant ways. The

multiemployer program covers only collectively

bargained plans involving more than one unrelated

employer. For such plans, the event triggering PBGC's

guarantee is the inability of a covered plan to pay

benefits when due at the guaranteed level, rather than

plan termination as required under the single-

employer program. PBGC provides financial assistance

through loans to insolvent plans to enable them to

pay guaranteed benefits.

The significant reforms enacted in 1980 created

several safeguards for the program, including a require-

ment that employers that withdraw from a plan pay a

proportional share of the plan's unfunded vested bene-

fits. These safeguards have permitted PBGC to main-

tain multiemployer premiums at a constant, reasonably

low level.

The program continues in sound financial condi-

tion, with assets of $378 million, liabilities totalling

$181 million for future benefits and nonrecoverable

future assistance, and a net surplus of $197 million.

During 1994, the program's assets, which are invested

primarily in U.S. Government securities, declined in

value for the first time since passage of the 1980

reforms because of the effect of rising interest rates on

the securities. The combination of reduced assets and
an increased allowance for nonrecoverable future assis-

tance due to a new large probable liability produced the

first decline in the multiemployer program's financial

condition in 1 1 years.

Plan Underfunding: Based on data as of the beginning

of 1992—the most recent information available—multi-

employer plans had total assets of $189.3 billion and
liabilities of $177.5 billion. PBGC has determined that,
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of these plans, a small number were underfunded by a

total of about $12 billion.

Financial Assistance: The multiemployer program has

received relatively few requests for financial assistance.

Since enactment of the reforms in 1980, PBGC has

provided approximately $24 million in total assistance,

net of repaid amounts, to only 13 of the 2,000 insured

plans. Of this amount, about $4 million went to 8 plans

in 1994. PBGC estimates that about $164 million, at

present value, will be required to make all nonrecover-

able future payments to the 8 plans currently receiving

assistance and to other plans expected to require assis-

tance in the near future.

Improved Administration: During 1994, the Corporation

established a Multiemployer Working Group to coordi-

nate all multiemployer program activities within PBGC.
The working group identifies and monitors underfunded

multiemployer plans to assure better administration of

the multiemployer program and to minimize losses for

plan participants and the program.

PBGC also took steps to enhance its evaluation of

the multiemployer program's exposure to losses for non-

recoverable financial assistance. The agency established

a new automated multiemployer plan financial database

with historical data that can be used to assess multiem-

ployer plan financial trends. This database, in combina-

tion with better and more timely information on the

universe of insured multiemployer plans and improved

valuation procedures, enabled a more complete and reli-

able assessment of the program's exposure
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CORPORATE MANAGEMENT

The efforts to address longstanding problems in

the agency's financial operations and reporting resulted

in the General Accounting Office issuing its first clean

opinion on PBGC's 1993 financial statements, confirm-

ing the validity of the reported financial condition of

both of PBGC's insurance programs. PBGC is develop-

ing and implementing a new automated premium

accounting system. A revised investment strategy

designed to maximize long-term investment perfor-

mance, reduced PBGC's investment losses in a bad

year for the capital markets.

SYSTEMS INITIATIVES

Modernization and integration of PBGC's informa-

tion systems, many of which are more than 10 years

old, remained a priority for the Corporation during

1994. At yearend, PBGC was well on the way to replac-

ing several of its most critical systems. A state-of-the-

art premium accounting system—one of the more

advanced systems in government service—is being

developed and will soon be operational. This new

system will integrate the latest electronic processing

capabilities, including optical scanning and computer

imaging of documents, with PBGC's cash receipt and

premium receivable systems. These features should

reduce data entry cost by half while making much more

accurate data available more quickly than in the past.

PBGC also began developing the systems archi-

tecture that will link PBGC's various information

systems and assure that systems and programs

adopted in the future are consistent with existing

systems. Systems integration will improve the quality

of, and controls over, corporate data and permit more

efficient delivery of information to corporate staff.

FINANCIAL MANAGEMENT

PBGC's improved financial management enabled

GAO to issue its first unqualified opinion on the finan-

cial condition of both the single-employer and multi-

employer programs. In its May 1994 report, GAO stated

that it found PBGC's statements of financial condition

for both 1993 and 1992 "reliable in all material

respects." PBGC has also received an unqualified opin-

ion from GAO on the 1994 financial statements. GAO
further recognized PBGC's progress by removing the

pension insurance program from its high-risk list.

GAO's ability to reach its conclusions rested

largely on PBGC's progress in strengthening its finan-

cial operations and reporting functions. PBGC contin-

ues to take corrective actions in specific financial and

management information systems to remedy internal

control weaknesses. Actions in 1994 included concen-

trating oversight of financial policies, procedures, and

internal controls in one unit and centralizing the audit

function to monitor and test all financial operations

and supporting information systems; developing the

new premium accounting system; and developing a

systems integration strategy. PBGC's "1994

Management Report on Internal Controls" is included

as part of GAO's audit report on PBGC's 1994 financial

statements (GAO/A1MD-95-83).

Another area of concern has been PBGCs assess-

ment of the multiemployer program's liability for finan-

cial assistance. Measures targeted at the multiem-

ployer program during the year included instituting an

automated database on insured multiemployer plans

and improved oversight of multiemployer plan cases.

PBGC also made progress in addressing concerns

about its participant data. The agency is instituting

database system enhancements that will automatically

check participant data and improve the valuing of the

Corporation's benefit liabilities. PBGC also is

computer-imaging plan and participant records to

preserve the records, facilitate responses to participant

inquiries, and improve operational efficiency.



OTHER INITIATIVES

The agency made significant progress on a

number of other initiatives. PBGC implemented
contract planning and monitoring procedures, includ-

ing a formal advance procurement planning process,

and introduced "electronic commerce" technology,

which uses nationwide electronic bulletin boards to

increase competition and reduce costs for small

procurements. The Corporation also continued devel-

oping and implementing agency program performance

measurements, with the majority of the measures
identified to date to be implemented by the end of

1995, well ahead of the schedule set by the

Government Performance and Results Act for all

federal agencies. In addition, PBGC identified and
initiated personnel reforms, including improved

employee development programs and increased

diversity of staff, and relocated the entire agency to a

new building.

INVESTMENTS

The Corporation's approximately $8.2 billion of

total assets available for investment consist of

premium revenues held in the revolving funds and
assets from terminated plans and their sponsors held

in the trust funds. The revolving funds are required to

be invested in Treasury securities and the trust funds

are invested principally in high-quality stocks, with a

small portion invested in real estate. PBGC uses major

investment management firms to invest these assets

subject to PBGCs policy of investing for long-term

reduction of its deficit.

Investment Policy: With the approval of the Board of

Directors, PBGC implemented a strategic change in its

investment program to maximize long-term investment

return within acceptable levels of risk. PBGC's new
investment strategy emphasizes long-term asset

growth in order to reduce PBGC's deficit. As interest

rates began to climb, PBGC shortened the duration of

its bond portfolio from 16.4 years to 5.0 years. PBGC
reset the target duration to 10.0 years near the end of

the fiscal year. PBGC further enhanced its ability to

diversify the portfolio and improve investment perfor-

mance by establishing a new equity ceiling of up to

50 percent of the overall portfolio value, in line with

other pension funds.

Under the new strategy, PBGC increased its equity

investment level from 17 percent at the beginning of

the fiscal year to approximately 30 percent at fiscal

yearend. Given the relative size of PBGC's trust fund

compared to the larger revolving fund, which must
be invested in Treasury securities, PBGC's current

30 percent allocation to equities represents the maxi-

mum level that could be achieved in 1994. This diversi-

1NVESTMENT PROFILE

September 30,

1994 1993

Fixed-Income Assets

Average Quality AAA AAA
Average Maturity (years) 23.0 22 7

Duration (years) 9.9 162

Yield to Maturity (%) 7.8 6.4

Equity Assets

Average Price/Earnings Ratio 18.3 20.3

Dividend Yield (%) 2.8 2.7

Beta 1.07 1.04

fication in the overall portfolio protected PBGC's assets

and reduced potential investment losses in 1994.

Investment Profile: As of September 30, 1994, the

value of PBGC's total investments, including cash,

was approximately $8.2 billion. The revolving fund

value was $4.9 billion and the trust fund value was
$3.3 billion.

Cash and fixed-income securities decreased

from 79 percent of investable assets at the beginning

of the fiscal year to 69 percent at fiscal yearend. This

reduction was offset by an increase in equity invest-

ment from 1 7 percent at the beginning of the year to

30 percent at yearend. The balance of the invested

portfolio remains in real estate and other financial

instruments.

Investment Results: The past year proved difficult for

capital market investments. The broad stock market, as

measured by the Wilshire 5000 Index, returned just

2.5% over 1994 while PBGC's equity investments

returned 4.5%. The segment of the bond market in

which PBGC invested returned -1 1.2%. In comparison,

the Lehman Brothers 20 Plus Treasury Index

INVESTMENT PERFORMANCE
(Annual Rates of Return)

September 30, Five Years Ended
1994 1993 September 30, 1994

Total Invested Funds -6.4% 27.7% 9.7%

Equities 4.5 13.3 8.1

Fixed-Income -11.2 32.8 11.5

Trust Funds 1.6 15.7 83
Revolving Funds -11.2 37.7 116

Indices

2.5 17.3Wilshire 5000 9.1

S&P 500 Stock Inclex 3.7 130 9.1

Lehman Brothers -4.0 11.1 8.2

Treasury Index

Lehman Brothers 20+ Year

Treasury Index -11.6 21 5 8.6
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returned -1 1.6% and the Lehman Brothers Treasury

Index returned -4.0%. Overall, the investment program,

including fixed-income securities, equities, and real

estate, returned -6.4%. For the year, PBGC reported

$74 million in income from equity investments and a loss

of $536 million from fixed-income investments. Other

investments, including real estate, produced $36 million

in income, for a total investment loss of $426 million.

The change in investment strategy helped to miti-

gate the negative impact of rising interest rates on

PBGC's fixed-income investments. Although PBGC
experienced investment losses in 1994 due to poor

performing capital markets, PBGC's combination of a

shorter duration bond portfolio and increased equity

investments prevented approximately $395 million in

losses that would have otherwise occurred. The losses

that did occur, however, were more than offset by the

decline in PBGC's benefit liabilities attributable to the

rising interest rates, which resulted in a decrease in

the agency's overall deficit.
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FINANCIAL STATEMENTS

Management's Discussion and

Analysis of Financial Condition

and Results of Operations

GENERAL

The following discussion and analysis provides

information that management believes is relevant to an

assessment and understanding of the Corporation's

financial condition and results of operations. The

discussion should be read in conjunction with the

financial statements and notes thereto.

PBGC's operating results are subject to significant

fluctuation from year to year depending on the

frequency and severity of losses from terminating

pension plans, general economic conditions, and other

factors such as changes in law. Consequently, certain

traditional financial ratios and measurements are not

meaningful and, therefore, not presented.

COMBINED RESULTS

For 1994, PBGC's combined underwriting and finan-

cial activities resulted in a net gain of $1 ,578 million

on gross income of $594 million. The single-employer

program reported net income of $1,657 million and

the multiemployer program reported a net loss of

$79 million. By law, these two programs are separate.

SINGLE-EMPLOYER PROGRAM

Results of Activities and Trends: The net income in

1994 was $1,657 million compared to a net loss of

$160 million in 1993. The $1,817 million improvement

is primarily attributable to the actuarial credit realized

from higher interest rates.

Underwriting Activity. The gain of $1 ,236 million in

1994 is in contrast to a loss of $15 million in 1993. This

$1,251 million difference was primarily due to the

$992 million decrease in losses from completed and

probable terminations largely due to the increase in

interest rates, no major plan terminations, and the

Corporation's ability to avoid the termination of a major

plan that previously had been considered probable.

Underwriting income increased from $928 million

in 1993 to $997 million in 1994. The $69 million

increase from 1993 is due primarily to increased

premium income.

The Corporation reduced its cumulative losses

from completed and probable plan terminations by

$249 million in 1994 compared to a loss of $743 million

in 1993. Losses are driven by major plan terminations,

which are unpredictable.

Operating costs increased due to the costs of

servicing more terminated plans and loss prevention

activities. Corporate transactions affecting pensions

and the scope of recent terminations are complex,

increasing the need for additional experts. The

increased expenses also reflect PBGC's continued

improvements to its automated systems.

Actuarial adjustments in 1994 resulted in a gain of

$1 15 million versus an expense of $7 million in 1993.

The $122 million increase is primarily due to changes

in PBGC's seriatim data.

Financial Activity-. The actuarial credit offset the

investment loss in 1994, resulting in a $421 million

gain versus a $145 million loss in 1993. The total return

on investments was -6.4% in 1994, compared to 27.7%

in 1993 This was directly attributable to the losses in

PBGC's bond portfolio caused by rising interest rates.

PBGC, in accordance with generally accepted account-

ing principles, marks its assets and liabilities to

market, making them extremely sensitive to interest-

rate changes.

Actuarial charges primarily result from the aging of

the present value of future benefits and from changes in

interest rates. In 1994, the select interest rate assump-

tion increased from 6.0% at September 30, 1993, to 7.9%

at September 30, 1994, resulting in an actuarial credit of

$1,371 million in 1994, compared to an actuarial charge

of $1,124 million in 1993.

Liquidity and Capital Resources: The single-employer

fund's net position improved in 1994 to negative

$1.2 billion because of the increase in interest rates and

the successful efforts in averting termination of a large

plan previously viewed as probable. Despite this deficit,

management believes PBGC has sufficient assets to

meet its liquidity requirements through operations for

many years. Most new terminations bring in significant
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assets and the vast majority of PBGC's liabilities for

benefits due to participants and their beneficiaries are

paid over many years. Approximately $7.9 billion

(95 percent) of the fund's total assets of $8.3 billion

are in marketable assets.

PBGC's primary sources of cash are from premium

receipts and investment activities. If funds generated

from these sources are insufficient to meet fixed

charges in any period, the Corporation has available a

$100 million line of credit from the U.S. Treasury for

liquidity purposes. PBGC did not use this borrowing

authority in 1993 or 1994 and has no plans to use it in

the near future.

Premium receipts are expected to approximate

$970 million in fiscal year 1995. Benefit payments and

administrative expenses should be approximately

$900 million in 1995.

The Corporation is subject to litigation that could

have considerable impact on its financial condition, as

discussed in Note 17 of the financial statements. Also,

the total underfunding in large plans that are spon-

sored by companies with below-investment-grade bond

ratings is approximately $18 billion (see Note 8 of the

financial statements). Losses from these plans are not

probable at this time and, therefore, are not recognized

in the financial statements. This reasonably possible

contingency is concentrated in cyclical industries, espe-

cially steel, automobiles, tires, and airlines.

PBGC's ability to eliminate its deficit over the long

term will depend, primarily, on its ability to avoid large

losses from the termination of major companies' under-

funded plans. PBGC expects the reform legislation

enacted in December 1994 to result in marked, steady

increases in funding levels for underfunded plans,

enhanced PBGC compliance authority, broader partici-

pant disclosure requirements, and increased premiums
for those plans that pose the greatest risk. The

Corporation expects that the additional premiums
generated will range from $60 million in 1995 to

$400 million in 1997.

MULTIEMPLOYER PROGRAM

Results of Activities and Trends: For the first time in

eleven years, the multiemployer program sustained a

loss even though premium income remained steady at

$23 million. The program lost $79 million in 1994

compared to a $107 million gain in 1993, reducing its

positive net position to $197 million. This year's loss

was due to investment income decreasing from

$107 million in 1993 to a loss of $46 million in 1994.

The loss in 1994 was due to increased interest rates.

Of the fund's assets, 92 percent are invested in Treasury

securities that are highly sensitive to interest-rate

changes. Additional expense was incurred from financial

assistance, which grew to $57 million in 1994 compared

to $20 million in 1993, primarily due to an increased

allowance for future losses arising from a newly desig-

nated probable liability.

Liquidity and Capital Resources: As the multiemployer

program has a positive net position and most assets

are highly liquid Treasury securities, PBGC has suffi-

cient resources to meet its liquidity requirements now
and in the long-term future. Premium and investment

receipts approximate $23 million per year and cash out-

flows are currently about $6 million per year.
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Management Representation

PBGC's management is responsible for the accom-

panying Statements of Financial Condition as of

September 30, 1994 and 1993, the related Statements

of Operations and Changes in Net Position, and the

Statements of Cash Flows. PBGC's management is also

responsible for establishing and maintaining systems

of internal accounting and administrative controls that

provide reasonable assurance that the control objec-

tives—preparing reliable financial statements, safe-

guarding assets, and complying with laws and regula-

tions—are achieved.

The General Accounting Office (GAO) opined on

the Corporation's 1994 financial statements. The GAO
audit report ("Financial Audit: Pension Benefit

Guaranty Corporation's 1994 and 1993 Financial

Statements," GAO/AIMD-95-83) reported that the

Statements of Financial Condition, Statements of

Operations and Changes in Net Position, and

Statements of Cash Flows for the fiscal years ended

September 30, 1994 and 1993, were reliable in all mate-

rial respects. GAO has also recognized PBGC's progress

in strengthening the pension insurance program,

improving its internal controls, and estimating the

present value of future benefits by removing PBGC from

its high-risk list.

In the opinion of management, the financial state-

ments present fairly the financial position of PBGC at

September 30, 1994, and September 30, 1993, and the

results of operations and cash flows for the years then

ended, in conformity with generally accepted account-

ing principles and actuarial standards applied on a

consistent basis.

Estimates of probable terminations, nonrecover-

able future financial assistance, amounts due from

employers, and the present value of future benefits

may have a material effect on the financial results

being reported. In addition, pending litigation could

have a material impact on the financial condition of the

Corporation. PBGC believes, however, that its legal

positions will be upheld by the courts.

As a result of the aforementioned, these state-

ments are based, in part, upon informed judgments

and estimates for those transactions not yet complete

or for which the ultimate effects cannot be precisely

measured, or for those that are subject to the effects of

any pending litigation.

S^Zs^
Martin Slate

Executive Director

UJo^y^y^.
N. Anthony Calhoun

Deputy Executive Director

and Chief Financial Officer

March 8, 1995



PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF FINANCIAL CONDITION

[Dollars in millions)

Single-Employer

Program

September 30,

1994 1993

$ 627 $ 313

7,230 7,553

Assets

Cash and cash equivalents

Investments, at market (Note 3):

Fixed maturity securities

Equity securities

Real estate

Other

Total investments

Receivables, net:

Sponsors of terminated plans

Premiums

Sale of securities

Lease receivable

Insurance companies

Investment income

Other

Total receivables

Furniture and fixtures, net

Restricted assets (Note 7)

Total assets

The accompanying notes are an integral part of these financial statements.

Multiemployer
Program

September 30,

1994 1993

$ 22 $ 19

352 386

Memorandum
Total

September 30,

1994 1993

$ 649 $ 332

4,690 5,844 349 384 5,039 6,228

2,418 1,412 3 2 2,421 1,414

66 88 66 88

56 209 56 209

7,582 7,939

172 65 172 65

37 32 37 32

32 29 32 29

80 75 80 75

6 6

60 45 4 2 64 47

40 53 40 53

421 305 4 2 425 307

3 1 3 1

95

$8,659

95

$8,281 $8,267 $378 $407 $8,674
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PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF FINANCIAL CONDITION

(Dollars in millions)

Single-Employer

Program

September 30,

1994 1993

Liabilities

Present value of future benefits,

net (Note 4):

Trusteed plans

Terminated plans pending trusteeship

Claims for probable terminations

Total present value of future

benefits, net 9,215 10,693

Multiemployer

Program

September 30,

1994 1993

10 13

Memorandum
Total

September 30,

1994 1993

$7,874 $8,655 $ 10 $ 13 $ 7,884 $8,668

175 411 175 411

1,166 1,627 1,166 1,627

9,225 10,706

Present value of nonrecoverable future

financial assistance (Note 5)

Claim on contingent valuation

rights (Note 7)

Unearned premiums

Accounts payable and accrued

expenses (Note 6)

Commitments and contingencies

(Notes 7, 8, and 17)

Total liabilities

77

9,521

168

164

164

181 31

164

96 96

229 207 7 8 236 215

77

9,702

168

,295

Net position

Total liabilities and net position

(1,240) (2,897)

$8,281 $8,267

The accompanying notes are an integral part of these financial statements.

197 276 (1,043) (2,621)

$378 $407 $8,659 $8,674

V



PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF OPERATIONS AND CHANGES IN NET POSITION

Single-Employer Multieniployer Memorandum
Prcigram Prog ram Total

September 30, September 30, September 30,

(Dollars in millions) 1994 1993 1994 1993 1994 1993

Underwriting:

Income:

Premium income (Note 10) $ 955 $ 890 $ 23 $ 23 $ 978 $ 913

Other income (Note 1 1

)

42 38 (1) 42 37

Total 997 928 23 22 1,020 950

Expenses:

Administrative expenses 125 97 125 97

Loss on contingent valuation

rights (Note 7) 96 96

Total 125 193 125 193

Other underwriting activity:

Losses from completed and
probable terminations (Note 12) (249) 743 (249) 743

Losses from financial assistance (Note 5) 57 20 57 20

Actuarial adjustments (Note 4) (115) 7 (1) (116) 7

Total (364) 750 56 20 (308) 770

Underwriting income (loss) 1,236 (15) (33) 2 1,203 (13)

Financial:

Investment income (loss) (Note 13):

Fixed

Equity

Other

Total

Expenses:

Investment expenses

Actuarial charges (credits) (Note 4):

Due to passage of time

Due to change in interest rates

Total

Financial income (loss)

Net income (loss)

Net position, beginning of year

Net position, end of year

(490) 1,465 (46) 107 (536) 1,572

74 150 74 150

36 (77) 36 (77)

(380) ,538 (46) 107

10 10

1,657 160)

(2,897) (2,737)

(79)

276

107

169

(426)

10

1,578

,645

560

(1,371)

549

1,124

1,683

(145)

1

(1)

1

1

561

(1,372)

(801)

375

550

1,125

(801) 2 1,685

421 (46) 105 (40)

[53]

(2,621) (2,568)

$(1,240) $(2,897) $197 $276 $(1,043) $(2,621)

The accompanying notes are an integral part of these financial statements.
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PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF CASH FLOWS

Single-Employer

Program
Multiemployer

Program
Memorandum

Total

September 30, Septem ber 30, September 30,

(Dollars in millions) 1994 1993 1994 1993 1994 1993

Operating Activities:

Premium receipts $ 1,008 $ 907 $ 23 $23 $ 1,031 $ 930

Interest and dividends received, net 347 266 8 12 355 278

Cash received from plans

upon trusteeship 66 9 66 9

Receipts from sponsors 33 66 33 66

Other receipts 25 25

Receipts of lease receivable 5 130 5 130

Benefit payments—trusteed plans (693) (657) (2) (2) (695) (659)

Purchase LTV stock rights (50) (50)

Payment of LTV Contingent

Valuation Rights (96) (96)

Financial assistance payments (4) (4) (4) (4)

Payments for administrative

and other expenses (124)

571

(105)

566

(124)

596

(105)

Net cash provided by operating

activities (Note 16) 25 29 595

Investing Activities:

Proceeds from sales of investments

Payments for purchases of

investments

Net cash used in investing activities

Net increase in cash and

cash equivalents

Cash and cash equivalents,

beginning of year

11,024 2,972

(11,281) (3,463)

(257) (49:

314

313

75

238

Cash and cash equivalents, end of year $ 627 $ 313

The accompanying notes are an integral part of these financial statements.

270

(292)

25

(44)

(22) 19)

10

19

$ 22 $19

11,294

(279)

317

332

2,997

(11,573) (3,507)

(510)

85

247

$ 649 $ 332
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Notes to Financial Statements

September 30, 1994 and 1993

NOTE 1 — ORGANIZATION AND PURPOSE

The Pension Benefit Guaranty Corporation (PBGC) is a

federal corporation created by Title IV of the Employee

Retirement Income Security Act of 1974 (ERISA) and subject to

the provisions of the Government Corporation Control Act.

Its activities are defined in ERISA as amended by the

Multiemployer Pension Plan Amendments Act of 1980, the

Single-Employer Pension Plan Amendments Act of 1986, and

the Pension Protection Act of 1987. The Corporation insures

pensions, within statutory limits, of participants in covered

single-employer and multiemployer defined benefit pension

plans that meet the criteria specified in Section 4021 of ERISA.

Subsequent to fiscal year 1994, the Retirement Protection Act

became law. The act contains provisions to strengthen mini-

mum funding standards and phases out the cap on variable-rate

premiums paid by underfunded defined benefit pension plans.

ERISA requires that the PBGC programs be self-financ-

ing. The Corporation finances its operations through premi-

ums collected from covered plans, assets assumed from

terminated plans, collection of employer liability payments

due under ERISA as amended, and investment income. In

addition, PBGC may borrow up to $100 million from the

U.S. Treasury to finance its operations. The Corporation did

not use this borrowing authority during the years ended

September 30, 1994, or September 30, 1993, nor is use of

this authority currently planned. ERISA provides that the

U.S. Government is not liable for any obligation or liability

incurred by PBGC.

Under the single-employer program, PBGC is liable for

the payment of guaranteed benefits with respect only to

underfunded terminated plans. An underfunded plan may

terminate only if PBGC finds that one of the four conditions

for a distress termination, as defined in ERISA, is met or if

PBGC involuntarily terminates a plan under one of five speci-

fied statutory tests. The net liability assumed by PBGC is

generally equal to the present value of the future benefits

(including amounts owed under Section 4022(c) of ERISA)

less ( 1 ) the amounts that are provided by the plan's assets

and (2) the amounts that are recoverable by PBGC from the

plan sponsor and members of the plan sponsor's controlled

group, as defined by ERISA.

Under the multiemployer program, if a plan becomes

insolvent, it receives financial assistance from PBGC to allow

the plan to continue to pay participants their guaranteed

benefits. Such assistance is recognized as a loss to the extent

that the plan is expected to be unable to repay these

amounts from future plan contributions, employer with-

drawal liability, or investment earnings.

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES

Revolving and Trust Funds: PBGC accounts for its single-

employer and multiemployer program revolving and trust

funds on an accrual basis. Each fund is charged a pro rata

portion of the benefits paid each year. The revolving and trust

funds have been combined for presentation purposes in the

financial statements. The single-employer and multiemployer

programs are separate entities by law and, therefore, are

reported separately.

ERISA provides for the establishment of revolving funds

to be used by PBGC "in carrying out its duties." The revolving

funds support the administrative functions of PBGC and fund

any deficits incurred by PBGC in trusteeing plans or providing

financial assistance. Premiums collected from ongoing plans

are accounted for through the revolving funds. The Pension

Protection Act of 1987 created a single-employer revolving

fund that is credited with all premiums in excess of $8.50 per

participant, including all penalties and interest charged on

these amounts, and investment income. This fund may not be

used to pay PBGC's administrative costs or the benefits of any

plan terminated prior to October 1 , 1988, unless no other

amounts are available.

The trust funds reflect accounting activity associated

with: ( 1
) trusteed plans—plans for which PBGC has legal

responsibility, (2) plans pending trusteeship—terminated

plans for which PBGC has not become legal trustee by fiscal

yearend, and (3) probable terminations—plans that PBGC

determines are likely to terminate and be trusteed by PBGC.

PBGC cannot exercise legal control over a plan's assets until

PBGC becomes trustee, which may be several years after the

date of plan termination.

Allocation of Revolving and Trust Funds: Revolving and trust

fund assets, liabilities, earnings, and expenses are allocated to

each program's revolving and trust funds to the extent that

such amounts are not directly attributable to a specific fund.

Revolving fund earnings are allocated on the basis of each

program's average cash available for investment during the year

while the expenses are allocated on the basis of each program's

present value of future benefits. Revolving fund assets and

liabilities are allocated on the basis of the yearend equity of

each program's revolving funds. The plan assets acquired by

PBGC and commingled at PBGC's custodian bank are credited

directly to the appropriate fund while the earnings and

expenses on the commingled assets are allocated to each

program's trust funds on the basis of each trust fund's value,

relative to the total value of the commingled fund.

Valuation Method: Consistent with generally accepted

accounting principles outlined in Statements of Financial

Accounting Standards Nos. 35 and 60, PBGC reports its

assets and liabilities at fair market value. A primary objective

of PBGC's financial statements is to provide financial infor-

mation that is useful in assessing PBGC's present and future

ability to ensure that defined benefit beneficiaries receive

benefits when due. PBGC believes that measuring its assets

and liabilities at fair market value provides the most relevant

information to the reader.

Investment Valuation and Income: Fair market values are

based on the last sale of a listed security, on the mean of the

"bid-and-asked" for nonlisted securities, or on a valuation

model in the case of fixed-income securities that are not

actively traded. These valuations are determined as of the

end of each fiscal year. Purchases and sales of securities are

recorded on the trade date. Investment income is accrued as

earned. Dividend income is recorded on the ex-dividend

date. Realized gains and losses on sales of investments are

calculated using an average cost basis. Any increase or

decrease in the market value of a plan's assets occurring after
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the date on which the plan is terminated must, by law, be

credited to or suffered by PBGC (see Notes 3, 4 and 13).

Cash and Cash Equivalents: Cash includes cash on hand and

demand deposits. Cash equivalents are securities with a

maturity of one business day.

Sponsors of Terminated Plans, Receivables: The amounts

due from sponsors of terminated plans or members of their

controlled group represent the settled claims for employer

liability (underfunding as of date of plan termination) and for

contributions due their plan less an allowance for uncol-

lectible amounts. Any amounts expected to be received

beyond one year are discounted for time and risk factors.

Some agreements between PBGC and plan sponsors provide

for contingent payments based on future profits of the spon-

sors. Any such future amounts realized will be reported in the

period in which they accrue or are received.

Premiums: Premiums receivable represent the earned but

unpaid portion of the premiums for plans that have a plan

year commencing before the end of PBGC's fiscal year and
past due premiums deemed collectible, including collectible

penalties and interest. Unearned premiums represent an esti-

mate of payments received during the fiscal year that cover

the portion of a plan's year after the Corporation's fiscal

yearend. Premium income represents revenue generated from

self-assessments received from defined benefit pension plans

as required by Title IV of ERISA.

Present Value of Future Benefits (PVFB): The PVFB is the

estimated liability for future pension benefits that PBGC is or

will be obligated to pay with respect to trusteed plans and
terminated plans pending trusteeship. This liability is stated

as the actuarial present value of estimated future benefits less

the present value of estimated recoveries from sponsors and
the assets of terminated plans pending trusteeship. For finan-

cial statement purposes, the estimated liabilities (net of esti-

mated recoveries and assets) attributable to probable future

plan terminations are also included in the PVFB. To measure
the actuarial present value, PBGC used assumptions to adjust

the value of those future payments to reflect the time value of

money (by discounting) and the probability of payment (by

means of decrements, such as for death or retirement). PBGC
also included anticipated expenses to settle the benefit oblig-

ation in the determination of the PVFB.

( 1

)

Trusteed Plans—represents the present value of future

payments of benefits less the present value of expected

recoveries, for which an agreement has not been
reached, from sponsors of plans that have terminated

and been trusteed by PBGC prior to fiscal yearend.

(2) Terminated Plans Pending Trusteeship—represents the

present value of future payments of benefits less the

plans' net assets at fair market value anticipated to be
received and the present value of expected recoveries,

for which an agreement has not been reached, from

sponsors of plans that have terminated but have not

been trusteed by PBGC prior to fiscal yearend.

(3) Net Claims for Probable Terminations—includes estimates

of the losses, net of plan assets and the present value

of expected recoveries from sponsors, from plans that

were expected to terminate based on the occurrence of

an identifiable event by fiscal yearend and the expecta-

tion that the distress tests will be met or PBGC itself

will seek termination of the plan.

Benefit payments to participants of pension plans

trusteed by PBGC, or that are terminated and pending

trusteeship, represent a reduction to the PVFB (see Note 4).

Present Value of Nonrecoverable Future Financial Assistance:

In accordance with Title IV of ERISA, PBGC provides financial

assistance to multiemployer plans, in the form of loans, to

enable the plans to pay guaranteed benefits to participants

and reasonable administrative expenses. These loans, in

exchange for interest-bearing promissory notes, constitute an

obligation of each plan.

The present value of nonrecoverable future financial

assistance represents the estimated nonrecoverable

payments to be provided by PBGC in the future to multiem-

ployer plans that will not be able to meet their future benefit

obligations. The present value of nonrecoverable future

financial assistance is based on the difference between the

present value of future benefits and the market value of plan

assets, including the present value of future amounts
expected to be paid by employers, for those plans that are

expected to require future assistance. The amount reflects

the rates at which these liabilities could be settled in the

market for single-premium nonparticipating annuities issued

by private insurers (see Note 5).

Losses from Completed and Probable Terminations:

Amounts reported as losses from completed and probable

terminations in the Statements of Operations and Changes
in Net Position represent the difference as of the date of plan

termination between the present value of future benefits

(including amounts owed under Section 4022(c) of ERISA)

assumed, or expected to be assumed, by PBGC, less related

plan assets and the present value of expected recoveries

from sponsors (see Note 12).

Actuarial Adjustments and Charges: Actuarial adjustments

related to changes in method and the effect of experience are

classified as underwriting activity. Actuarial charges related

to changes in interest rates and passage of time are classi-

fied as financial activity. These adjustments and charges

represent the change in the PVFB that results from applying

actuarial assumptions in the calculation of future benefit

liabilities (see Note 4).

Depreciation: Depreciation of PBGC's furniture and equip-

ment is calculated on a straight-line basis over the estimated

useful lives of the assets. The useful lives range from 5 to 10

years. Routine maintenance repairs and leasehold improve-

ments (the amounts of which are not material) are charged

to operations as incurred.

Other: Certain items on the 1993 financial statements have

been reclassified to conform with present year classifications.

O
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NOTE 3 — INVESTMENTS

Premium receipts are invested in securities issued by

the U.S. Government.

The trust funds include assets PBGC acquires or

expects to acquire with respect to terminated plans and

investment income thereon. These assets generally are held

by custodian banks.

The basis and market value of the investments by type

are detailed below. The basis indicated is cost of the asset if

acquired after the date of plan termination or the market

value at date of plan termination if the asset was acquired as

a result of a plan's termination.

INVESTMENTS OF SINGLE-EMPLOYER REVOLVING FUNDS AND SINGLE-EMPLOYER TRUSTEED PLANS
(Dollars in millions)

Fixed maturity securities:

U.S. Government securities

Commercial paper

Corporate bonds

Subtotal

Equity securities

Real estate

Other:

Insurance contracts

Mortgages

Foreign securities

Total

September 30,

1994
September

1993

30,

Basis
Market
Value Basis

Market
Value

$4,764 $4,609 $4,104

I

$5,353

1

93 80 451 490

4,858 4,690 4,556 5,844

2,114 2,418 1,068 1,412

71 66 100 88

26 25 25 29

6 6 126 135

25 25 42 45

$7,100 $7,230 $5,917 $7,553

INVESTMENTS OF MULTIEMPLOYER REVOLVING FUNDS AND MULTIEMPLOYER TRUSTEED PLANS
(Dollars in millions)

Fixed maturity securities.

US Government securities

Corporate bonds

Subtotal

Equity securities

Total

September 30,

1994
September

1993

30,

Basis

Market
Value Basis

Market
Value

$359 $349 $279

1

$383

1

359

3

349

3

280

2

384

2

$362 $352 $282 $386
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NOTE 4 — PRESENT VALUE OF FUTURE BENEFITS

The following table summarizes the actuarial adjust-

ments, charges, and credits that explain how the

Corporation's single-employer program liability for the

present value of future benefits changed for the years ended
September 30, 1994 and 1993.

PBGC used a 20-year select interest rate of 7.9%

followed by an ultimate rate of 6% for 1994 and a 20-year

select interest rate of 6% followed by an ultimate rate of 5.5%

for 1993. These rates were determined as those needed to

continue to match the survey of insurance company prices

provided by the American Council of Life Insurance (ACLI).

In both years, PBGC used the 83GAM mortality table

with margins, projected to 1993 by Scale H. PBGC has found

that this table is generally consistent with its experience.

For 1994 and 1993, the administrative expense
assumption consists of ( 1 ) an initial case processing cost

of $10,800 per plan plus $270 per plan participant, both of

which costs are to be phased out over four years following

the date of trusteeship; and (2) a flat 1.35 percent of total

benefit liability. PBGC derived this formula from its own
experience.

The present values of future benefits for trusteed multi-

employer plans for 1994 and 1993 reflect changes due to

benefit payments, change in interest assumption, passage of

time, and effect of experience.

The resulting liability represents PBGC's best estimate

of the measure of anticipated experience under these

programs.

RECONCILIATION OF THE PRESENT VALUE OF FUTURE BENEFITS FOR THE YEARS ENDED SEPTEMBER 30, 1994 AND 1993
(Dollars in millions)

1994
September 30,

1993

$10,693

115

154

10,962

(1,627)

(83)

(32)

(115)

560

(1,371)

(811)

(926)

(108)

,673

$ 8,717

73

8,978

(1,027)

$ (4)

11

7

549

1,124

1,680

Present value of future benefits, at beginning
of year— Single-Employer, net

Estimated recoveries

Investments of terminated plans pending
trusteeship, net

PVFB at beginning of year, gross

Net claims for probable
terminations, prior year

Actuarial adjustments — underwriting:

Changes in method and assumptions

Effect of experience

Total actuarial adjustments — underwriting

Actuarial charges (credits) — financial:

Passage of time

Changes in interest rate

Total actuarial charges (credits) — financial

Total actuarial charges (credits)

Terminations:

Current year

Changes in prior year

Total terminations

Benefit payments*

Estimated recoveries

Investments of terminated plans pending
trusteeship, net

Net claims for probable terminations:

Future benefits**

Estimated plan assets and recoveries from sponsors

Total net claims, current year

Present value of future benefits,

at end of year — Single-Employer, net

Present value of future benefits,

at end of year— Multiemployer

Total present value of future benefits, at end of year, net

'The benefit payments of S719 million and S720 million include S26 million in 1994 and $63 million in 1993 for benefits paid from plan assets by plans prior to trusteeship.

** The future benefits for probable terminations of $2,699 million and $3,645 million for fiscal years 1994 and 1993. respectively, include
$121 million and S175 million, respectively, in net claims (future benefits less estimated plan assets and recoveries) for probables not specifically identified

564 571

(23)

541

(147)

424

(719) (720)

(74) (115)

154)

2,699

(1,533)

1,166

3.645

(2.018)

1,627

9,215

10

10,693

13

$ 9,225 $10,706
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INVESTMENTS (ASSETS) OF SINGLE-EMPLOYER TERMINATED PLANS PENDING TRUSTEESHIP, NET
[Dollars in millions)

U. S. Government securities

Corporate bonds

Equity securities

Insurance contracts

Other

Cash and cash equivalents

Total, net

September 30,

1994
September 30,

1993

Basis

Market
Value Basis

Market
Value

$ 16 $ 15 $ 26 $ 26

28 28 45 46

14 15 25 25

28 17 26 15

2 3 10 11

30 30 31 31

$118 $108 $163 $154

Net Claims for Probable Terminations: Factors that are

presently not fully determinable may be responsible for these

claim estimates differing from actual experience. Included in

net claims for probable terminations is a provision for future

benefit liabilities associated with certain previously termi-

nated plans.

The values recorded in the following reconciliation table

have been adjusted to the expected dates of termination.

RECONCILIATION OF NET CLAIMS FOR PROBABLE TERMINATIONS
{Dollars in millions)

1994
September 30,

1993

Net claims for probable terminations, at beginning of year

New claims

Actual terminations

Eliminated probables

Change in benefit liabilities

Change in plan assets

Change in expected recoveries

Loss on probables

Net claims for probable terminations, at end of year

$1,627 $1,027

$ 82

(149)

(164)

(263)

58

(25)

$487

(220)

(12)

429

36

(120)

(461 ) 600*

$1,166 $1,627

* See Note 12



NOTE 5 — MULTIEMPLOYER FINANCIAL ASSISTANCE NOTE 7 — THE LTV CORPORATION

Financial assistance is granted to multiemployer

defined benefit pension plans in the form of loans An
allowance is set up to the extent that repayment of these

loans is not expected

NOTES RECEIVABLE
MULTIEMPLOYER FINANCIAL ASSISTANCE
(Dollars in millions)

Septerr

1994
ber 30.

1993

Gross balance at beginning of year

Financial assistance payments

—

current year

$ 18

4

S 14

4

Subtotal

Allowance for uncollectible amounts

22

(22)

$ o

18

(18)

Net balance at end of year S

The losses from financial assistance reflected in the

Statements of Operations and Changes in Net Position

include annual changes in the estimated present value of

nonrecoverable future financial assistance and assistance

granted that was not previously accrued.

PRESENT VALUE OF NONRECOVERABLE FUTURE FINANCIAL
ASSISTANCE AND LOSSES FROM FINANCIAL ASSISTANCE
(Dollars in millions)

September
1994

30,

1993

Balance at beginning of year

Changes in allowance:

$110 $ 94

Losses from financial assistance 57 20

Financial assistance granted

(previously accrued) (3) (4)

Balance at end of year $164 $110

NOTE 6 — ACCOUNTS PAYABLE AND ACCRUED
EXPENSES

The following table itemizes accounts payable and
accrued expenses reported in the Statements of Financial

Condition:

ACCOUNTS PAYABLE AND ACCRUED EXPENSES
(Dollars in millions)

September 30,

1994 1993

Due for purchase of securities

Annual leave

Other payables and accrued expenses

Accounts payable and accrued expenses

$22 $144

3 2

52 22

$77 $168

On lanuary I, 1991, the restoration of three LTV Steel

Company, Inc., plans that were the subject of a 1990 Supreme
Court case was finally implemented, following a district court

order enforcing the Supreme Court's decision.

On June 28, 1993, LTV emerged from bankruptcy.

PBGC's settlement with LTV and LTV's major creditor groups

provided for an initial $2 billion infusion of funding by LTV to

its restored pension plans and elimination of the remaining

underfunding over 28 years. In the settlement, PBGC agreed

to provide contingent value rights (CVRs) to all creditors of

LTV Steel who received common stock of the reorganized

entity Under these CVRs, PBGC agreed to pay the CVR hold-

ers up to $96.25 million, depending on the average market

price of LTV's common stock during the 20 trading days

immediately preceding December 23, 1993. As anticipated in

last year's annual report, the actual average trading price was
such that PBGC was required to pay the full $96.25 million,

of which $13.75 million went to the restored plans. The full

$96.25 million had been accrued as a loss as of September 30,

1993. PBGC had purchased an equivalent face amount of

government obligations, with a carrying amount of

$95 million, which were reflected as restricted assets at

September 30, 1993. These restricted assets were used to pay

the CVR holders during fiscal year 1994.

In return for the CVRs, LTV provided PBGC with stock

appreciation rights (SARs), under which PBGC was to receive

shares of LTV common stock with an aggregate value equal to

the amount by which the average price of LTV's common
stock over the 20 trading days immediately preceding

)une 28, 1994, exceeded $18.00. Because this average trading

price did not exceed $18.00, PBGC received no payment with

respect to the SARs. PBGC also received two 28-year zero

coupon bonds, with face amounts of $454 million and

$270 million, respectively, in settlement of its claims with

respect to receivables from the restored plans and the under-

funding in the Republic Retirement Plan.

In addition, on |une 28, 1993, PBGC paid LTV

$50 million for the right to receive $54.3 million of LTV

common stock one year later. LTV contributed the $50 million

proceeds to the restored pension plans. On ]une 28, 1994,

PBGC received 3.3 million shares of LTV common stock worth

$54.3 million at the then-current market price. As of

September 30, 1994, PBGC had sold 3 million of these shares

for $58 million.

NOTE 8 — CONTINGENCIES

There are a number of large single-employer plans that

may terminate. In addition, there are some multiemployer

plans that may require future financial assistance. The

amounts disclosed below represent the Corporation's best

estimates given the inherent uncertainties about these plans.

PBGC estimates that total unfunded vested benefits on

termination of single-employer plans that represent reason-

ably possible losses as of September 30, 1994, is approxi-

mately $18 billion. The estimate has been calculated as in

previous years by using data obtained from corporate annual

reports for fiscal years ending in calendar 1993. The value

reported for liabilities has been adjusted to the December 31,

1993, PBGC select interest rate of 5.65%. When available,

data has been adjusted to a consistent set of mortality

*.
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assumptions. Plans not insured by PBGC have been elimi-

nated from the data. Since these figures are generally based

on the reporting requirements in the Financial Accounting

Standards Board's Statement of Financial Accounting

Standard #87 ("Employers' Accounting for Pensions"), no

provision has been made for the possible failure of the plan

sponsor to make subsequent contributions or for plan liabili-

ties that would be incurred after that date. The total under-

funding in single-employer plans is estimated at $71 billion

as of December 3 1 , 1993

PBGC has included amounts in the liability for

the present value of nonrecoverable future financial assis-

tance (see Note 5) for multiemployer plans that PBGC esti-

mates may require future financial assistance. In addition,

PBGC currently estimates that it is reasonably possible that

other multiemployer plans may require future financial assis-

tance ranging from $45 million to $145 million.

The future financial assistance liability for each

multiemployer plan identified as probable or reasonably

possible was calculated as the present value of future bene-

fit and expense payments as of the later of September 30,

1994, or the projected (or actual, if known) date of plan

insolvency, discounted back to September 30, 1994, using

interest only. The Corporation's identification of plans that

are likely to require such assistance and estimation of

related amounts require consideration of many complex

factors. These factors are affected by future events, including

actions by plans and their sponsors, most of which are

beyond the Corporation's control.

A select and ultimate interest rate assumption of 7.9%

for the first 20 years after October 1 , 1994, and 6% thereafter

was used. The 83GAM loaded mortality table projected to

1993 using Scale H also was used.

NOTE 9 — COMMITMENTS

PBGC leases its office facility under a commitment that

began on December 1 1, 1993, and expires December 10,

2008. The lease provides for periodic rate increases based on

increases in operating costs and real estate taxes over a base

amount. The minimum future lease payments for office facili-

ties having noncancellable terms in excess of one year at

September 30, 1994, are as follows:

COMMITMENTS: FUTURE LEASE PAYMENTS
[Dollars in millions)

Year Ending September 30,

Operating
Leases

1995

1996

1997

1998

1999

Thereafter

Minimum lease payments

$ 9.8

10.2

10.5

11.0

11.5

134.3

$187.3

NOTE 10 — PREMIUMS

For both the single-employer and multiemployer

programs, ERISA provides that PBGC shall continue to guar-

antee basic benefits despite the failure of a plan administra-

tor to pay premiums when due. PBGC assesses interest and

penalties up to 100 percent for late payment or underpay-

ment (see Note 1 1 ). Premiums for the single-employer

program are $19 per participant for a fully funded plan, with

an underfunded plan paying an additional variable-rate

charge of up to $53 per participant based on funding levels.

On December 8, 1994, the Retirement Protection Act was

signed into law. This act provides for the phase-out of the

$53 cap on the variable-rate charge over three plan years,

effective for plan years commencing on or after July 1, 1994.

The multiemployer premium is $2.60 per participant.

NOTE 1 1 — UNDERWRITING: OTHER INCOME

UNDERWRITING: OTHER INCOME
(Dollars in millions)

For the Years Ended September 30,

1994 1993

Interest income'—premiums

Penalty income—premiums

Interest income—employer liability

Interest income—due and unpaid contributions

Other

Total

$ 1 S 1

17 (2)

13 5

11 22

11

$42 $37

Lease expenditures were $9.2 million in 1994 and

$5.6 million in 1993.
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NOTE I 2 — LOSSES FROM COMPLETED AND
PROBABLE TERMINATIONS

Amounts reported as losses are the present value of

future benefits (including amounts owed under

Section 4022(c)) less related plan assets and the present

value of expected recoveries from sponsors. The following

table details the components that make up the losses:

LOSSES FROM COMPLETED AND PROBABLE TERMINATIONS-
( Dollars in millions)

-SINGLE-EMPLOYER PROGRAM

1994
For the Years Ended September 30,

1993

New
Terminations

Changes in

Prior Year
Terminations Total

New
Terminations

$571

203

368

20

$348

Changes in

Prior Year
Terminations

$(147)

113

(260)

(55)

$(205)

Total

Present value of future benefits

Less plan assets

$564

239

$ (23)

129

$ 541

368

$424

316

Plan asset insufficiency

Less estimated recoveries

Subtotal

325

6

$319

(152)

(45)

$(107)

173

(39)

212

(461)*

108

(35)

143

Probables 600*

Total

* See Note 4

$(249) $743

NOTE I 3 — FINANCIAL INCOME

FINANCIAL INCOME
(Dollars in millions)

1994
For the Years Ended September 30,

1993

Terminated
Plans Pending

Trusteeship

Revolving
Funds and

Trusteed Plans Total

Terminated
Plans Pending

Trusteeship

Revolving

Funds and
Trusteed Plans Total

Fixed-income securities:

Interest earned $3 $ 359 $ 362 $ 8 $ 218 $ 226

Realized gains (lossesi 3 688 691 (1) 226 225

Unrealized gains (losses) (2) (1.587) (1,589) 3 1,118 1,121

Total fixed-income securities 4 (540) (536) 10 1,562 1,572

Equity securities:

Dividends earned 42 42 19 19

Realized gains 1 64 65 119 119

Unrealized gains (losses) 1 (34) (33) 1 11 12

Total equity securities 2 72 74 1 149 150

Other income (losses) 36 36 (1) (76) (77)

Total financial income (loss) $6 $ (432) $ (426) $10 $1,635 $1,645
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NOTE 14 — PRESIDENT'S BUDGET

The Chief Financial Officer's Act of 1990 mandates the

preparation of a reconciliation to the Budget. The reconcilia-

tion adjusts the operating expenses as reported in the Fiscal

Year 1994 Statements of Operations and Changes in Net

Position to selected budgetary accounts — obligations,

budget authority, and outlays — reported in the program and

financing accounts as actual for Fiscal Year 1994 in the

President's Fiscal Year 1996 Budget.

RECONCILIATION OF OPERATING EXPENSES TO THE BUDGET FOR THE YEARS ENDED SEPTEMBER 30, 1994 AND 1993

(Dollars in millions)

Underwriting expenses

Financial expenses

Total operating expenses as reported in Statements of

Operations and Changes in Net Position

Add adjustments for:

Current year benefit payments

Prior year benefit payments

Financial assistance payments

Adiustments added

Less adjustments for:

Loss from completed terminations

Loss from probable terminations

Loss from financial assistance

Loss on contingent valuation rights

Loss on US Government securities

Actuarial adjustments—underwriting

Actuarial charges (credits) due to:

Passage of time

Changes in interest rate

Prior year adjusting entries

Adjustments subtracted

Total obligations per the budget

Total obligations per the budget

Plus: Obligated balance, start of year

Adjustments in unexpired accounts

Less: Obligated balance, end of year

Outlays (gross)

Adjustments to gross budget authority from

offsetting collections:

U.S. securities

Premium income

Other income

Reimbursements from trust funds

Total offsetting collections

Outlays (net)

Sepl ember 30,

1994 1993

$ (183) $ 963

(801) 1,685

(984) 2,648

721 657

43 42

4 4

768 703

212 143

(461) 600

57 20

96

(143)

(116) 7

561 550

(1,372) 1,125

29 (23)

(1,233) 2,518

$ 1,017 $ 833

$ 1,017 $ 833

150 149

(17)

106 150

1,061 815

59 1,054

996 911

1 10

390 348

1,446 2,323

$ (385) $(1,508)
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NOTE I 5 — EMPLOYEE BENEFIT PLANS

All permanent full-time and part-time PBGC employees
are covered by the Civil Service Retirement System (CSRS) or

the Federal Employees Retirement System (FERS). Full-time

and part-time employees with less than five years service

under CSRS and hired after December 31, 1983, are automati-

cally covered by both Social Security and FERS. Employees
hired before January 1, 1984, participate in CSRS unless they

elected to transfer to FERS by lune 30, 1988.

The Corporation's contribution to the CSRS plan equals

the 7 percent of base pay contributed by employees covered

by that system. For those employees covered by FERS, the

Corporation's contribution was 1 3.7 percent of base pay for

1994 and 1993. In addition, for FERS-covered employees,

PBGC automatically contributes I percent of base pay to the

employee's Thrift Savings account, matches the first 3 percent

contributed by the employee, and matches one-half of the

next 2 percent contributed by the employee. Total retirement

plan expenses amounted to $5 million and $4 million in 1994

and 1993, respectively.

These financial statements do not reflect CSRS or FERS
assets, accumulated plan benefits, or any unfunded plan

liabilities applicable to PBGC employees. These amounts
are reported by the U.S. Office of Personnel Management
(OPM) and are not allocated to the individual employers.

OPM accounts for federal health and life insurance programs
for those retired PBGC eligible employees who had selected

federal government-sponsored plans. PBGC does not

offer other supplemental health and life insurance benefits

to its employees.

NOTE 16 — CASH FLOWS

The following is a reconciliation between the net

income (loss) as reported in the Statements of Operations

and Changes in Net Position and net cash provided by oper-

ating activities as reported in the Statements of Cash Flows.

RECONCILIATION OF NET INCOME (LOSS) TO NET CASH PROVIDED BY OPERATING ACTIVITIES
FOR THE YEARS ENDED SEPTEMBER 30, 1994 AND 1993
(Dollars in millions)

Net income (loss)

Adjustments to reconcile net income (loss) to net cash
provided by operating activities:

Net (appreciation) decline in fair value of investments

Net income of terminated plans pending trusteeship

Loss on completed and probable terminations

Loss on contingent valuation rights

Actuarial charges (credits)

Benefit payments—trusteed plans

Cash received from plans upon trusteeship

Changes in assets and liabilities, net of effects

of trusteed and pending plans:

(Increase) decrease in receivables

Increase in present value of nonrecoverable

future financial assistance

Decrease in contingent valuation rights

Increase (decrease) in unearned premiums

Increase in accounts payable

Net cash provided by operating activities

Single-Employer
Program

1994

$1,657

30

1993

$ (160)

105

Multiemployer
Program

1994 1993

$(79) $107

(2)

Memorandum
Total

1994

$1,578

28

1993

$ (53)

750 (1,247) 56 (97) 806 (1.344

(5) (8) (5) (8

(249) 743 (249) 743

96 96

(926) 1,680 (1) 2 (927) 1,682

(693) (657) (2) (2) (695) (659

66 9 66 9

107

54 16 54 16

(96) (96)

22 3 (1) 1 21 4

15 2 15 2

$ 571 $ 566 $ 25 $ 29 $ 596 $ 595

NOTE 17 — LITIGATION

PBGC records as a liability on its financial statements

an estimated cost for unresolved litigation to the extent that

losses in such cases are probable and estimable in amount
PBGC estimates that reasonably possible losses of up to

$300 million could be incurred in the event PBGC does not

prevail in such matters.
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ACTUARIAL VALUATION

PBGC calculated and validated the present value of

future benefits (PVFB) for both the single-employer and

multiemployer programs and of nonrecoverable future

financial assistance under the multiemployer program.

Methods and procedures basically are the same as those

used in 1993. Internal controls over the process for

calculating the PVFB reflected continued automation

and improved documentation.

PRESENT VALUE OF FUTURE BENEFITS AND NONRECOVERABLE FUTURE FINANCIAL ASSISTANCE— 1994

( Dollars in millions)

Single-Employer Program

A. Terminated plans

1. Seriatim at fiscal yearend (FYE)

2. Seriatim at DOPT, adjusted to FYE

3 Hybrid plans

a. Benefits valued seriatim

b. Benefits valued nonseriatim

4. Nonseriatim 1

5. Rettig Settlement 2 (nonseriatim)

Subtotal

B. Probable terminations (nonseriatim)
3

Total
4

Multiemployer Program

A. Pre-MPPAA terminations (seriatim)

B. Post-MPPAA liability (net of plan assets)

Total

Number
of Plans

,344

143

8

466

1,961

39

2,000

10

33

43

Number of

Participants

(000)

126

13

13

39

150

342

71

413

2

28

30

Liability

$ 2,650

156

876

1,123

3,422

4

8,231

2,699

$10,930

10

164

174

Notes

1

)

The liability for terminated plans has been increased by $25 million for terminated plans not yet reported

2) The Rettig Settlement refers to the extra benefit liability that PBGC expects to incur due to a settlement of a class action lawsuit that increases benefits for some

participants and provides new benefits to others

3) The net claims for probable plans reported in the financial statements include Si 21 million for not-yet-identified probable terminations The assets for the probable

plans, including the expected value of recoveries on employer liability and due-and-unpaid employer contributions claims, are Si ,533 million Thus the net claims for

probables as reported in the financial statements are $2,699 million less $1,533 million, or $1,166 million

4) The PVFB in the financial statements ($9,215 million) is net of estimated plan assets and recoveries on probables ($1,533 million), estimated recoveries on terminated plans

($74 million), and estimated assets of plans pending trusteeship ($108 million), or $10,930 million less $1 ,533 million less $74 million less $108 million = $9,215 million
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SINGLE-EMPLOYER PROGRAM

PBGC calculated the single-employer program's

liability for benefits in the terminated plans and proba-

ble terminations, as defined in Note 2 to the financial

statements, using a combination of three methods:

seriatim, nonseriatim, and hybrid For 1,344 plans,

representing about 69 percent of the total number of

single-employer terminated plans (37 percent of the

total participants in single-employer terminated plans),

PBGC had sufficiently accurate data to calculate the

liability separately for each participant's benefit — the

seriatim method. This is an increase of 168 plans over

the 1,176 plans valued seriatim last year. For 143 plans

whose data were not yet fully automated, PBGC calcu-

lated the benefits and liability seriatim as of the date of

plan termination (DOPT) and brought the total

amounts forward to the end of fiscal year 1994.

For 466 other plans, PBGC did not have sufficiently

accurate or complete data to value individual benefits.

Instead, the Corporation used a "nonseriatim" method
that brings the liabilities from the plan's most recent

actuarial valuation forward to the end of fiscal year 1994

using certain assumptions and adjustment factors.

For eight very large plans, PBGC had sufficient

data to calculate the liability for retirees using the seri-

atim method and the liability for nonretirees using the

nonseriatim method — a hybrid of the two methods
that enhanced the overall accuracy of the valuation.

For the actuarial valuation, PBGC used a select

and ultimate interest rate assumption of 7.9% for the

first 20 years after the valuation date and 6.0% there-

after. The mortality assumptions used for the valuation

are the same as for the 1993 valuation: ( 1
) for healthy

lives—the 1983 Group Annuity Table (83GAM) with

margins projected to 1993 using Scale H, with a 6-year

age setback for females; (2) for disabled lives not

receiving Social Security benefits—the healthy lives

tables set forward 3 years; and (3) for disabled lives

receiving Social Security benefits—the Social Security

disability table as described in the PBGC regulation on
Valuation of Plan Benefits (29 CFR 2619) for persons up
to age 65, adjusted to parallel healthy mortality for

ages above 65. PBGC assumed an explicit loading for

expenses, in all terminated plans and single-employer

probable terminations, equal to:

(a) $10,800 per plan, plus

(b) $270 per participant, plus

(c) 1.35% of benefit liability.

The expense elements (a) and (b) are phased
out over the first four years from the plan's date of

PBGC trusteeship.

For non-pay-status participants, PBGC used

expected retirement ages, as explained in the Valuation

of Plan Benefits regulation. PBGC assumed that

participants who had attained their expected retire-

ment age were in pay status.

In seriatim plans, for participants who were older

than their plan's normal retirement age, were not in

pay status, and were unbeatable at September 30,

1994, PBGC reduced the value of their future benefits

to zero over the three years succeeding normal retire-

ment age to reflect the lower likelihood of payment.

MULTIEMPLOYER PROGRAM

PBGC calculated the liability for the 10 pre-

MPPAA terminations using the same assumptions and

methods applied to the single-employer program.

PBGC based its valuation of the post-MPPAA
liability for nonrecoverable financial assistance on the

most recent available actuarial reports, Form 5500

Schedule B's, and information provided by representa-

tives of the affected plans. The Corporation expected 33

plans to need financial assistance because severe

industrial declines have left them with inadequate

contribution bases and they have either run out of

assets or are expected to run out of assets in the fore-

seeable future.

STATEMENT OF ACTUARIAL OPINION

This valuation has been prepared in accordance

with generally accepted actuarial principles and prac-

tices and, to the best of my knowledge, fairly reflects

the actuarial present value of the Corporation's liabili-

ties for the single-employer and multiemployer plan

insurance programs as of September 30, 1994.

In preparing this valuation, I have relied upon
information provided to me regarding plan provisions,

plan participants, plan assets, and other matters, some
of which are detailed in a complete Actuarial Report

available from PBGC.

In my opinion, ( 1 ) the techniques and methodol-

ogy used for valuing these liabilities are generally

acceptable within the actuarial profession; (2) the

assumptions used are appropriate for the purposes of

this statement and are individually my best estimate of

expected future experience discounted using current

settlement rates from insurance companies; and (3) the

resulting total liability represents my best estimate of

anticipated experience under these programs.

$&•'

^L^Ttl^u

loan M. Weiss, FSA, EA
Chief Valuation Actuary, PBGC
Member, American Academy of Actuaries

A complete actuarial valuation report, including additional

actuarial data tables, is available from PBGC upon request.
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The Comptroller General
ofthe United States

Washington, D.C. 20648

B-259540

To the Board of Directors

Pension Benefit Guaranty Corporation

We have audited the accompanying statements of

financial condition as of September 30, 1994 and 1993, of

the Single-Employer and Multiemployer Funds adminis-

tered by the Pension Benefit Guaranty Corporation

(PBGC), and the related statements of operations and

changes in net position and statements of cash flows for

the fiscal years then ended. We found the following:

• The Corporation's financial statements referred to

above were reliable in all material respects.

• In its 1994 report on internal controls, management

fairly stated that internal controls in place on

September 30, 1994, were not effective in assuring

that transactions were properly recorded, processed,

and summarized to permit the preparation of finan-

cial statements in accordance with generally

accepted accounting principles and to maintain

accountability for assets among funds. However,

through additional audit procedures, we were able

to satisfy ourselves that these weaknesses did not

have a material effect on the Corporation's financial

statements In contrast, internal controls in place

on September 30, 1994, did provide reasonable

assurance that assets were safeguarded from mater-

ial loss and that transactions were executed in

accordance with management authority and signifi-

cant provisions of selected laws and regulations.

• There was no reportable noncompliance with laws

and regulations we tested.

The following sections outline each of these

conclusions in more detail and discuss significant

matters considered in performing our audit and form-

ing our opinions. Appendix I discusses the scope of our

audit, including one area for which we reviewed and

relied on the work of an independent public accountant

under contract to the Corporation's Inspector General.

Appendix II presents the financial statements of the

funds; appendix III presents the Corporation's assertion

about the effectiveness of its internal controls; and

appendix IV contains the Corporation's written

comments on a draft of this report*

SIGNIFICANT MATTERS

The following information discusses our continu-

ing concerns about

• the long-term viability of the Single-Employer

Fund and

• weaknesses in employee benefit plan audits

and reporting.

In addition, significant matters involving material

weaknesses in internal controls are discussed in a

separate section below.

Concerns About the Long-term Viability of the

Single-Employer Fund

The Single-Employer Fund is able to meet its near-

term benefit obligations because premium receipts

presently exceed benefit payments and the Fund held

investments having a market value of $7.2 billion and

cash of $627 million at September 30, 1994. The Single-

Employer Fund also reported a significant gain for the

year, largely as a result of the effect of rising interest

rates on the program's benefit liabilities.

However, the Fund's unfunded $1.2 billion deficit,

which represents a shortfall in assets needed to satisfy

the Corporation's benefit liabilities for terminated plans

and for those plans considered likely to terminate, still

constitutes a threat to the Fund's long-term viability. In

addition to the losses recorded in the financial state-

ments and reflected in the unfunded deficit as of

September 30, 1994, the Corporation disclosed $18 billion

in estimated unfunded liabilities in single-employer plans

that represent reasonably possible future losses.

The Employee Retirement Income Security Act of

1974 (ERISA), which created the pension insurance

program, established funding standards for insured

plans but allowed benefits to become guaranteed

before being funded by plan sponsors. The resulting

timing difference has contributed, in large measure, to

the Corporation's exposure should a financially troubled

plan sponsor be unable to meet its pension obligations.

Moreover, the premium structure of the Single-

Employer Fund has limited the Corporation's ability to

manage the exposure posed by underfunded plans

because premiums paid by those plans have not fully

covered the risks.

'The financial statements cited as appendix II appear on pp. 26-39 of PBGC's

1994 Annual Report. The internal control report cited as appendix III is

included in GAO's separate audit report (GAO/A1MD-95-83.)
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In 1987, the Congress modified the Single-

Employer Fund's basic flat-rate premium structure by

adding a supplemental variable rate premium which, for

the first time, established a link between premiums and

plan underfunding. The variable rate premium was based

on the unfunded vested liability as calculated by the

plan, after adjusting for a common interest rate, rather

than the specific unfunded liability the Fund assumes

should a plan actually terminate. However, as previously

reported,
1

the Single-Employer Fund often assumes a

substantially larger liability upon termination than the

last one calculated and reported by a plan.

Also, the variable rate premium was subject to a

maximum dollar amount that, when reached, effectively

limited the risk-based linkage between premiums and

plan underfunding. In addition, the Single-Employer

Fund's premium structure did not take into account the

added risk of termination posed by underfunded plans

sponsored by financially troubled companies.

To address these concerns, the administration

supported legislation proposed in the 103rd Congress

to strengthen minimum funding standards by requiring

sponsors to increase their contributions to under-

funded defined benefit pension plans and phasing out

the cap on variable rate premiums paid by underfunded

plans. A modified version of this proposal, the

Retirement Protection Act of 1994, became law on

December 8, 1994, as part of legislation implementing

the General Agreement on Tariffs and Trade (GATT). The
Corporation anticipates that this legislation will signifi-

cantly reduce underfunding in the plans that it insures

and improve its financial condition. We have not

assessed the long-term effects of this legislation on the

Corporation's deficit. However, the Corporation will

need to monitor whether the legislation achieves the

desired results.

Weaknesses in Employee Benefit Plan

Audits and Reporting

As we previously reported,
2 weaknesses in the

scope and quality of audits of employee benefit plans

and the lack of plan reporting on internal controls

reduce their effectiveness in safeguarding the interests

of plan participants and the government. Under ERISA,

the Department of Labor is responsible for establishing

reporting and disclosure requirements and monitoring

ongoing employee benefit plans, which include defined

benefit pension plans insured by the Corporation.

In past reviews of independent public accoun-

tants' audits of employee benefit plans we found severe

weaknesses in both the quality and scope of plan

audits that made their reliability and usefulness

questionable.' ERISA allows plan administrators to

limit the scope of plan audits by excluding plan assets

held by certain regulated institutions from the scope of

the auditor's work. Thus, in cases where the scope is

limited, the auditor provides little or no assurance

about the existence, ownership, or value of assets that

may be material to the financial condition of those

plans. In addition, plan auditors are not required to

check the accuracy and completeness of pension insur-

ance premium filings applicable to insured plans or

related premium payments made to the Corporation.

Finally, while plan administrators are responsible for

establishing sound internal controls and for complying

with applicable laws and regulations, ERISA does not

require that either plan administrators or plan auditors

report to regulators and participants on the effective-

ness of internal controls.

In our April 1992 report (GAO/AFMD-92-14), we
recommended that the Congress eliminate ERISAs
limited scope audit provision and require plan admin-

istrators and auditors to report on internal controls.

Legislation was introduced late in the 103rd Congress

that would have eliminated limited scope audits,

required peer review of auditors conducting plan

audits, and required plan administrators and auditors

to report irregularities. This proposed legislation would
not have required plan administrators and auditors to

report on internal controls. The legislation was not

enacted, and as of February 15, 1995, the 104th

Congress had not taken up similar legislation.

MATERIAL INTERNAL CONTROL WEAKNESSES

Our work disclosed that the Corporation has

continued to make progress in improving internal

controls affecting its financial reporting. However, as of

September 30, 1994, material weaknesses 4 continued to

exist in the Corporation's internal control structure in

the three areas reported in our previous audits:

• weaknesses in financial systems and related

internal controls,

• inadequate controls over the assessment of the

Multiemployer Fund's liability for future financial

assistance, and

"Pension Plans: Hidden Liabilities Increase Claims Against

Government Insurance Program" (GAO/HRD-93-7, December 30. 1992)

'"Financial Audit: Pension Benefit Guaranty Corporation's 1993 and
1992 Financial Statements" (GAO/AIMD-94-109, May 4, 1994)

'These reviews are discussed in "Employee Benefits: Improved Plan

Reporting and CPA Audits Can Increase Protection Under ERISA"

(GAO/AFMD-92-14, April 9, 1992) and "Changes Are Needed in the

ERISA Audit Process To Increase Protection for Employee Benefit

Plan Participants," U.S. Department of Labor, Office of Inspector

General, 09-90-001-12-001 (Washington, DC: November 9, 1989).

"A material weakness is a reportable condition in which the design

or operation of the internal controls does not reduce to a relatively

low level the risk that losses, noncompliance, or misstatements in

amounts that would be material in relation to the financial state-

ments may occur and not be detected within a timely period by

employees in the normal course of their assigned duties.

HP

v
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• inadequate controls over nonfinancial participant

data.

Through substantive audit procedures,
5 we were

able to satisfy ourselves that the weaknesses discussed

below did not have a material effect on the fiscal year

1994 and 1993 financial statements of the Single-

Employer and Multiemployer Funds. However, these

weaknesses could result in misstatements in future

financial statements and other financial information if

not corrected by management. These weaknesses could

also have an adverse impact on management decisions

based, in whole or in part, on information whose accu-

racy is affected by the deficiencies. Unaudited financial

information, including budget information, reported by

the Corporation or used as a basis for management's

operational decisions also may contain inaccuracies

resulting from these weaknesses.

Weaknesses in Financial Systems and

Related Internal Controls

We reported for fiscal years 1992 and 1993 6
that

weaknesses in financial systems and related internal

controls presented an unacceptable risk to the

Corporation that material misstatements might occur

in the Corporation's financial information and not be

detected promptly by the Corporation.

During fiscal year 1994, the Corporation continued

to take steps to strengthen internal controls and to

address weaknesses in financial and management

information systems. For example, the Corporation

began testing the data supporting multiemployer plan

requests for financial assistance to ensure that they

were valid and adequately supported prior to providing

the assistance, updated certain computer operations

procedures, and began detail system design for a new

core financial system incorporating the standard

general ledger.

However, as of September 30, 1994, the

Corporation had not implemented sufficient financial

reporting controls to compensate fully for its lack of

financial system integration. Deficiencies in automated

management and financial information systems contin-

ued to inhibit management's ability to promptly and

accurately accumulate and summarize the information

needed for internal and external reports. Overall, the

Corporation's cumbersome and nonintegrated

processes for preparing the financial and other

5
Substantive audit procedures are detailed tests and analytical

procedures performed to detect material misstatements in the clas-

sification of transactions, account balances, and disclosure compo-

nents of financial statements.

""Financial Audit: Pension Benefit Guaranty Corporation's 1992 and

1991 Financial Statements" (GAO/A1MD-93-21, September 29, 1993)

and "Financial Audit: Pension Benefit Guaranty Corporation's 1993

and 1992 Financial Statements" (GAO/A1MD-94-109, May 4, 1994).

management information needed to support opera-

tions and financial/budgetary reporting were time-

consuming and labor-intensive. These conditions were

due, in part, to shortcomings in systems development

and operations, including the absence of a proven

systems development methodology. Thus, system and

control weaknesses exposed the Corporation to a

significant risk that the information could be materially

misstated. These weaknesses were discussed in greater

detail in our previous reports.

Inadequate Controls Over the Assessment

of the Multiemployer Fund's Liability for

Future Financial Assistance

During fiscal year 1994, the Corporation placed

into operation a new computer system to determine

the multiemployer plan universe and identify finan-

cially troubled plans as part of its assessment of the

Multiemployer Fund's liability for future financial assis-

tance. However, the new system's security controls were

not designed to effectively restrict access to program

source code, executable programs, and data tables.

Additionally, during system implementation, the

Corporation did not maintain evidence to document

that key financial and nonfinancial plan data were accu-

rately and completely transferred into the new multi-

employer system.

In addition, as reported for fiscal year 1993, the

Corporation did not review or properly supervise the

process for determining which plans should be included

in the universe of multiemployer plans, or address the

accuracy of certain data utilized in identifying and

assessing financially troubled multiemployer plans.

Inadequate Controls Over Nonfinancial

Participant Data

As previously reported, the Corporation's controls

did not ensure the accuracy of nonfinancial participant

data entered into the Pension and Lump Sum (PLUS)

system. In processing a terminated pension plan, the

Corporation obtains nonfinancial participant data (such

as social security numbers and dates of birth and

employment) and uses the data, in conjunction with

other information, to initially determine participants'

guaranteed benefits. After the nonfinancial data are

obtained and initial benefits are determined, the data

are entered into the PLUS system automated database,

which is used to respond to participant inquiries and

administer other benefit services. The Corporation uses

these data annually to value its benefit liability for

participants whose data have been entered in PLUS.

Inaccurate nonfinancial data can reduce the precision

of the Corporation's fiscal year-end liability valuation

and delay the final calculation of participant benefits.

Weaknesses in controls over nonfinancial partici-

pant data and related recommendations are discussed
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in the Pension Benefit Guaranty Corporation Inspector

General Report No. 94-6/23079-1 and as updated

in its report No. 95-5/23083-1. In our report

(GAO/AIMD-94-109), we concurred with the Inspector

General's recommendations, which are designed

primarily to strengthen the verification of participant

data and the input and edit controls over participant

data maintained in PLUS.

During fiscal year 1993, the Corporation initiated

efforts designed to improve the accuracy of certain

aspects of nonfinancial participant data entered into

the PLUS system. However, control weaknesses involv-

ing these data continued to exist for fiscal year 1994

because the Corporation had not made significant

progress in improving procedures for obtaining and
documenting participant data in a timely manner.

Also, weaknesses existed in the Corporation's verifying

and editing of the nonfinancial participant data entered

and maintained in the Corporation's records and its

PLUS data base.

We previously made recommendations for address-

ing each of the material internal control weaknesses

discussed in this report.
7 These recommendations called

for strengthening internal controls over systems devel-

opment/modification and integration, financial report-

ing, multiemployer financial assistance, and participant

data. While the Corporation made progress during fiscal

year 1994 in addressing these recommendations, these

efforts have not been completed. The Corporation has

stated its commitment to fully addressing the weak-

nesses disclosed in these reports.

OPINION ON FINANCIAL STATEMENTS

In our opinion, the accompanying financial

statements present fairly, in all material respects,

the financial position of the Single-Employer and
Multiemployer Funds administered by the Pension

Benefit Guaranty Corporation as of September 30, 1994

and 1993, and the results of their operations and cash

flows for the fiscal years then ended, in accordance
with generally accepted accounting principles.

However, misstatements may nevertheless occur

in other financial information reported by the

Corporation as a result of the internal control weak-

nesses previously described. Furthermore, the

Corporation's assessment of the Multiemployer Fund's

exposure to liabilities for future financial assistance is

subject to material uncertainties, whose eventual

effects cannot be reasonably determined at present.

"'Financial Audit Pension Benefit Guaranty Corporation's 1992 and
1991 Financial Statements" (GAO/AIMD-93-21, September 29, 1993);

"Financial Audit: Pension Benefit Guaranty Corporation's 1993 and
1992 Financial Statements" (GAO/AIMD-94-109. May 4, 1994);

Pension Benefit Guaranty Corporation Inspector General Report No.
93-6/23069-1, September 29, 1993; and Pension Benefit Guaranty
Corporation Inspector General Report No. 94-6/23079-1, May 4, 1994.

Many complex factors must be considered to identify

multiemployer plans which are likely to require future

assistance and to estimate the amount of such assis-

tance. These factors, which include the financial condi-

tion of the plans and their multiple sponsors, will be

affected by future events, most of which are beyond the

Corporation's control.

OPINION ON INTERNAL CONTROLS

We evaluated management's assertion about the

effectiveness of its internal controls designed to:

• safeguard assets against loss from unauthorized

use or disposition;

• assure the execution of transactions in accor-

dance with management authority and with laws

and regulations that have a direct and material

effect on the financial statements or that are

listed by OMB and could have a material effect;

and

• properly record, process, and summarize transac-

tions to permit the preparation of reliable finan-

cial statements in accordance with generally

accepted accounting principles and to maintain

accountability for assets.

In its 1994 report on internal controls, the

Corporation's management fairly stated that internal

controls in effect on September 30, 1994, did not

provide reasonable assurance that the Corporation

properly recorded, processed, and summarized
transactions to permit the preparation of financial

statements in accordance with generally accepted

accounting principles. However, controls in effect on
September 30, 1994, provided reasonable assurance

that assets were safeguarded against loss from unau-

thorized use or disposition and that transactions were

executed in accordance with management's authority

and significant provisions of selected laws and regula-

tions. Management made this assertion, which is

included in appendix III, using the internal control and
reporting criteria set forth in the Federal Managers'

Financial Integrity Act (FMFIA) and implementing guid-

ance. In making this assertion, management considered

the material weaknesses we found.

REPORTABLE CONDITION

While the Corporation made progress in address-

ing the reportable conditions identified and discussed

with the Corporation during our fiscal year 1993 audit,

our audit for fiscal year 1994 found that one of these

reportable conditions continued to exist. Although this

reportable condition is not considered a material weak-

ness, it represents a significant deficiency in the design

or operation of the Corporation's internal controls and
should be corrected.

^
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The Corporation's controls over documentation

supporting participant data maintained on PLUS were

inadequate. In many cases, the Corporation was unable

to provide documentation supporting the nonfinancial

participant data entered on PLUS. In addition, the

Corporation was not always able to demonstrate that

procedures designed to support the accuracy of PLUS

data were performed. Without proper supporting docu-

mentation, the Corporation may be unable to demon-

strate the accuracy of PLUS data used to value the

Corporation's liability for terminated plans.

This reportable condition and related recommen-

dations are discussed further in the Pension Benefit

Guaranty Corporation Inspector General Report

No. 94-6/23079-1 and as updated in its report

No. 95-5/23083-1. In our report (GAO/AIMD-94-109),

we concurred with the Inspector General's recommen-

dations and recommended that the Corporation

implement them. The Corporation agreed with the

recommendations but its intended corrective actions

had not progressed sufficiently to prevent the docu-

mentation weakness identified by the audit.

In addition to the material weaknesses and

reportable condition described in this report, we noted

other less significant matters involving the

Corporation's internal control structure and its opera-

tions which we will be reporting separately to the

Corporation's management. Similarly, in addition to

the material weakness and reportable condition

described in Pension Benefit Guaranty Corporation

Inspector General Report No. 95-5/23083-1, other less

significant matters related to the Corporation's internal

control structure over its liability for future benefits on

terminated plans will be reported separately to

management by the Corporation's Inspector General.

COMPLIANCE WITH LAWS AND REGULATIONS

Our tests of compliance with significant provi-

sions of selected laws and regulations disclosed no

material instances of noncompliance.

AGENCY COMMENTS AND OUR EVALUATION

Commenting on a draft of this report, the

Corporation's Executive Director agreed with our find-

ings. The Executive Director's written comments,

provided in appendix IV, discuss the Corporation's

ongoing efforts to address the internal control weak-

nesses and respond to our previous recommendations.

We plan to monitor the adequacy and effectiveness of

these efforts as part of follow-up audits of the

Corporation's financial statements.

Charles A. Bowsher

Comptroller General of the United States

February 15, 1995

o
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APPENDIX I

OBJECTIVES, SCOPE, AND METHODOLOGY

The Corporation's management is responsible for

• preparing the annual financial statements of the

two funds in conformity with generally accepted

accounting principles;

• establishing, maintaining, and assessing the

internal control structure to provide reasonable

assurance that the broad control objectives of

FMFIA are met; and

• complying with applicable laws and regulations.

We are responsible for obtaining reasonable

assurance about whether ( 1 ) the Corporation's financial

statements are reliable (free of material misstatement

and presented fairly in conformity with generally

accepted accounting principles) and (2) management's
assertion about the effectiveness of internal controls is

fairly stated in all material respects based upon the

control criteria in GAO's "Standards for Internal

Controls in the Federal Government" required by the

Federal Managers' Financial Integrity Act. We are also

responsible for testing compliance with significant

provisions of selected laws and regulations and for

performing limited procedures with respect to certain

other information appearing in this financial statement.

In order to fulfill these responsibilities, we

• examined, on a test basis, evidence supporting

the amounts and disclosures in the financial

statements of each of the two funds;

• assessed the accounting principles used and
significant estimates made by the Corporation's

management;

• evaluated the overall presentation of the financial

statements;

• obtained an understanding of the internal control

structure related to safeguarding assets, compli-

ance with laws and regulations including execution

of transactions in accordance with budget author-

ity, financial reporting, and assessed control risk;

• tested relevant internal controls and evaluated

management's assertion about the effectiveness

of internal controls-,

• tested compliance with selected provisions of the

following laws and regulations: the Employee
Retirement Income Security Act of 1974, as

amended, and the Chief Financial Officers Act of

1990. The provisions selected for testing included,

but were not limited to, those relating to

• benefit guarantees and financial assistance;

• the availability of, accounting for, and use of

funds;

• the preparation and issuance of financial

statements and management reports; and

• premiums and the assessment of related

interest and penalties.

We also conducted tests of compliance with the

Anti-Deficiency Act that were limited to compar-
ing the Corporation's recorded payments to

related authorized limitations on certain

payments and apportionments.

In fulfilling our responsibilities, we have relied on
audit work performed by an independent public

accounting firm under the direction of the Corporation's

Inspector General. The scope of this work, performed in

conjunction with our audit, included an audit of the

Corporation's liabilities for future benefits on termi-

nated plans and related losses, expenses, and cash

flows, as well as related internal controls and compli-

ance. We worked with the Inspector General to establish

the scope of the work. We reviewed the work and concur
with its scope, opinions, conclusions, and recommenda-
tions, which are presented in Pension Benefit Guaranty

Corporation Inspector General Report No. 95-5/23083-1.

We did not evaluate all internal controls relevant to

operating objectives as broadly defined by FMFIA, such

as those controls relevant to preparing statistical reports

and ensuring efficient operations. We limited our internal

control testing to accounting and other controls neces-

sary to achieve the objectives outlined in our opinion on
management's assertion about the effectiveness of inter-

nal controls. Because of inherent limitations in any inter-

nal control structure, losses, noncompliance, or misstate-

ments may nevertheless occur and not be detected. We
also caution that projecting our evaluation of controls to

future periods is subject to the risk that controls may
become inadequate because of changes in conditions or

the degree of compliance with controls may deteriorate.

Our audit was conducted pursuant to provisions

of 31 U.S.C. 9105, as amended, and in accordance

with generally accepted government auditing stan-

dards. We believe our audit provides a reasonable

basis for our opinions.

o
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0g^
U.S. GOVERNMENT AGENCY

Pension Benefit Guaranty Corporation
1200 K Street, N.W., Washington, D.C. 20005-4026

The Honorable Charles A. Bowsher

Comptroller General of the United States

United States General Accounting Office

Washington, DC. 20548

Re: Financial Audit—Pension Benefit Guaranty

Corporation's 1994 and 1993 Financial

Statements

Dear Mr. Bowsher:

Thank you for the opportunity to comment on your

report on the audit of the Pension Benefit Guaranty

Corporation's 1994 and 1993 financial statements.

We are gratified that, for the second consecutive

year, PBGC has received a "clean" opinion on its finan-

cial statements. We are also gratified that PBGC was

recently removed from the General Accounting Office's

"high risk" program.

The report cites PBGC's efforts to strengthen mini-

mum funding standards with passage of the Retirement

Protection Act of 1994 and recommends further

improvements in our internal controls. We concur in

these recommendations with the following comments.

PENSION DEFICIT

Heeding the warnings from the Congress, GAO, and

others, this Administration made it a priority to

address the growing problem of pension underfunding.

The Retirement Protection Act of 1994, enacted last

December, addresses these problems.

The Retirement Protection Act strengthens pension

funding requirements, requires companies with under-

funded plans to pay their fair share for the risk they

pose to the insurance system, gives PBGC stronger

enforcement tools, and ensures that workers and

retirees are informed about their underfunded pension

plans and PBGC's guarantees.

The Retirement Protection Act should eliminate

PBGCs deficit within 10 years and raise the funding

ratio of pension plans from 60% to well over 85% in

1 5 years. Millions of American workers can rest easy as

a result of this legislation.

GAO's input and interest in this legislation was

invaluable. We will actively monitor the Retirement

Protection Act's effect on pension underfunding.

EMPLOYEE PLAN AUDITS AND REPORTING

Your report cites the quality of employee plan

audits and plan reporting on internal controls. These

matters are within the purview of the Department of

Labor, Pension and Welfare Benefits Administration. At

the behest of the Department, legislation was intro-

duced in the 103rd Congress to address certain issues

involving audits. We understand that the Department

intends to introduce legislation addressing these

issues during the current session.

PBGC INTERNAL CONTROLS

The report states that PBGC has continued to

make progress in improving its internal controls, but

that there are continuing concerns in three areas:

financial systems and related internal controls, assess-

ment of the multiemployer fund's liability for future

financial assistance, and inadequate controls over

o



nonfinancial participant data. The report states that

these matters did not have a material effect on PBGC's

financial statements, but do need attention. We are

committed to taking the necessary steps to detect and

address weaknesses that remain and cite progress in

a number of areas.

Financial Systems: We now have a quarterly finan-

cial reporting system. We are in the final stages of

implementing a state-of-the-art premium collection

system. By the end of this fiscal year, we will imple-

ment a new Standard General Ledger/Financial

Reporting System to integrate our financial systems.

We are moving ahead with developing and imple-

menting a computer systems architecture that will

ensure that PBGC's various information systems are

properly linked.

Multiemployer Fund: We are establishing a new

financial database system for multiemployer plans that

will improve the quality of our data and enable PBGC

to better assess multiemployer trends. We should

complete work on security matters and procedures for

making changes to the database by this summer. We
established a Multiemployer Working Group to coordi-

nate and monitor operational activities, including

contacting administrators of high-risk plans to update

financial information. We now receive copies of

Form 5500 directly from the IRS for high-risk plans.

And we have implemented an audit program for multi-

employer plans currently receiving financial assistance.

Nonfinancial Participant Data: PBGC is completing a

reorganization of its Insurance Operations Department

to implement team case processing which will ensure

that we acquire and update plan and participant data

at the earliest stages. We have implemented a new

computerized system for calculating the present value of

future benefits which eliminates manual processes used

in prior years. Continued improvements are being made

to the controls on the entry of data on our basic system

for benefit payments. By the end of the year, all partici-

pant records will be computer-imaged. Imaging of plan

records will be completed shortly thereafter. This will

protect PBGC records against loss. Also, it will make

them readily available to PBGC personnel on their desk-

top computers. Finally, we have begun work on a state-

of-the-art system to create a PBGC participant database

that will be integrated with other PBGC systems. These

efforts will greatly strengthen our internal controls on

nonfinancial participant data.

We salute the GAO's contributions in strengthening

the pension insurance system on which 41 million

Americans rely. With your help, we have come a long

way. I look forward to continued cooperative efforts

with your office.

Sincerely,

3>^&

Martin Slate

Executive Director

March 1, 1995
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m and Chief Management Officer

Judy Schub
Assistant

Executive Director

for Legislative Affairs

Carol Connor Flowe
General Counsel

Judith Welles, Director

Communications and
Public Affairs Department

CORPORATE DEPARTMENTS

Sherline Brickus, Director

Organization Review and
Analysis Department

Anna L. Gilreath, Acting Director

Case Operations and
Compliance Department

Bennie Hagans, Director

Insurance Operations
Department

Edward L. Knapp, Director

Financial Operations
Department

Richard T. Miller, Director

Information Resources
Management Department

Andrea E. Schneider, Director

Corporate Finance and
Negotiations Department

Stuart A. Sirkin, Director

Corporate Policy and
Research Department

lanet Smith, Director

Facilities and Services

Department

Henry R. Thompson, Director

Budget Department

R. Frank Tobin, Director

Human Resources
Department

Harriet D. Verburg, Director

Participant and Employer
Appeals Department

Dale Williams, Director

Contracts and Controls

Review Department

Richard A. Ippolito

Chief Economist

Wayne Robert Poll *

Inspector General

' The Inspector General reports directly to

the Secretary of Labor

THE PBGC ADVISORY
COMMITTEE

Appointed by the President of the

United States

Representing the Interests of

the General Public

Stephen F Keller

President

Santa Anita Operating
Company

Arcadia, California

Milton M. Irvin

Managing Director

Salomon Brothers, Inc.

New York, New York

One vacancy to be filled.

Representing the
Interests of Employers

W. Gordon Binns, Jr.

Retired President

General Motors Investment
Management Corporation

Richmond, Virginia

Kenneth K. Keene
Retired Partner

lohnson & Higgins

Brookfield, Connecticut

Representing the

Interests of Employee
Organizations

Judith A. Scott

General Counsel

International Brotherhood
of Teamsters

Washington, DC.

One vacancy to be filled.
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FINANCIAL SUMMARY

[Dollars in millions)

Single-Employer Fund * 1994 1993 1992 1991

Year Ended September 30,

1990 1989 1988 1987 1986 1985

Summary of Operations:

Premium income $ 955 890 875 741 659 603 465 268 201 82

Other income $ 42 38 1 18 45 5 — — — — —
Investment and other
income (losses) $ (380) 1,538 614 860 (109) 387 5 261 262 129

Actuarial charges (credits) $ (926) 1.680 848 905 181 362 359 87 524 383

Losses from completed
and probable terminations $ (249) 743 896 1,049 938 163 58 (1,872) 2.407 658

Loss on contingent
valuation rights $ 96

Administrative and
investment expenses $ 135 107 97 71 63 45 48 36 33 33

Other expenses $ 212 162

Net income (loss) $ 1,657 (160) (234) (591) (789) 420 5 2,278 (2,501) (863)

Summary of Financial Position:

Cash and investments $ 7,857 7.866 5,897 4,562 2,408 2,356 1,817 1,728 1,410 954

Total assets $ 8,281 8,267 6,381 5,422 2,797 3,059 2,422 2,163 1,740 1,155

Present value of

future benefits $ 9,215 10,693 8,790 7,594 4,476 3,984 3,806 3,629 5,492 2,447

Net position $ (1,240) (2,897) (2,737) (2,503) (1,913) (1,124) (1,543) (1,549) (3,826) (1,325)

Insurance Activity:

Benefits paid $ 719 720 634 514 369 353 357 300 261 170

Participants receiving

monthly benefits

at end of year 172,800 156,800 150,200 140.100 110,380 106,770 110,300 109,700 90,750 74,800

Plans trusteed and pending
trusteeship from PBGC 1,961 1,848 1,760 1,644 1,558 1,501 1,455 1,376 1,315 1,191

{Dollars in millions)

Multiemployer Fund * 1994 1993 1992 1991

/ear Ended September 30,

1990 1989 1988 1987 1986 1985

Summary of Operations:

Premium income

Other income (losses)

Investment and other
income (losses)

Actuarial charges (credits)

Losses (gains) from
financial assistance

Administrative and

$ 23 23

$ (1

s (46) 107

s (I) 2

23

27

$ 57 20

23

I

38

3

21

investment expenses $

Net income (loss) $ (79) 107

Summary of Financial Position:

Cash and investments $ 374 405

Total assets $ 378 407

Present value of future benefits $ 10 13

Nonrecoverable future financial

assistance, present value $ 164 110

Net position $ 197 276

Insurance Activity:

Benefits paid $ 2 2

Participants receiving

monthly benefits from
PBGC at end of year 1,400 1,590

Plans receiving financial

assistance from PBGC 8 6

6 38

279 236

283 238

13 16

94 52

169 163

13

1

23

2

9

183

190

15

33

132

20

16

3

31

154

161

17

II

123

17

3

24

122

129

19

II

92

17

3

24

106

114

19

19

68

14

1

6

4

18

92

29

45

4

10

72

78

2

25

27

760 1.990 2,170 2,310 2,500 2,800 3,250 3,100

6 5 3 3 3 6 5 3

Certain items have been reclassified to conform with present year classifications. Data for reclassification are not available for all periods prior to 1993.
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